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“Men wiser and more learned than I have discerned in history a plot, a 
rhythm, a predetermined pattern. These harmonies are concealed from me. 
I can only see one emergency following upon another as wave follows upon 
wave. .. . —H. A. L. Fisher, A History of Europe (1934), Vol. I, preface. 


*‘ This does not mean that the scientific observer ought to start with a mind 
free from preconceived ideas as to classification and sequences. If such a 
person existed, he would be able to make no observations at all. . . . Almost 
any preconceived ideas as to the connection between phenomena will help the 
observer . . ..—S. and B. Webb, Industrial Democracy (1919), preface. 


‘ 


. . . one reason why the very considerable speculative ability of English 
economists has so often the appearance of beating the air, bombinans in vacuo, 
is that it has not had furnished to it sufficiently concrete statements of actual 
groups of circumstances.—W. J. Ashley, The Adjustment of Wages (1903), 
introduction. 


Many views have been put forward since the war concerning the nature of 
the so-called ‘ wage round’; nor have the pronouncements been confined to 
economists. The main suggestions offered have been as follows: 


(1) Wage negotiations are increasingly interdependent: ‘ union leaders in 
a number of key industries have had informal consultations to seek 
some loose understanding and cohesion about their negotiations "1; 
‘the conduct of wage claims is nowadays as rigidly stylised as the 
classical ballet.’? 


(2) Market forces affecting particular industries are irrelevant; the wage 
round is virtually irresistible. ‘The wage claims which have been 
submitted over the whole field of industry have conformed to a certain 
pattern irrespective of the profitability of individual industries or of 
their productivity ’3; ‘ we think . . . that we are justified in pointing 


1 Sunday Times, September 20th, 1959. 

2 Financial Times, December 4th, 1959. , ' ; 

3 Report of a Court of Inquiry into a dispute between engineering employers and unions, 
Cmd. 159, May, 1957, para. 55. 
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out that if any group of employers offers stubborn resistance to a wage 
claim which is part of a series of similar claims affecting the entire 
economy the result is likely to be that friction is generated and indus- 
trial relations seriously strained ’.* 


(3) The wage round is an annual event, and appears to affect all wage 
earners: ‘ it may seem a little premature to be looking forward to next 
year’s wage negotiations at a time when this year’s wage round is less 
than half completed ’; ‘ if this sort of figure is . . . the typical result of 
the negotiations (covering more than half of all wage earners) which are 
still to come, the year as a whole will have been marked by a definite 
reduction in the scale of wage increases ’.® 


(4) A typical money or percentage increase characterises a particular 
annual round, and the ‘ pattern’ is determined institutionally: ‘. .. 
there has been a growing tendency in recent years for a particular 
level of increases to be regarded as constituting a ‘ pattern’ for that 
year. The establishment of such patterns is to some extent the conse- 
quence of the way in which arbitration and other statutory wage-fixing 
bodies have operated but is also due to the widespread view that what 
have become almost traditional relationships between wage rates 
in different industries should be maintained even in cases where there 
is no direct connection between the industries concerned and little 
interchangeability . . . in the classes of labour which they respectively 
employ ’.* 


(5) A ‘ chain reaction ’ is set off by one or more ‘ key’ bargains. in dis- 
tinguishing between ‘ barometric ’ and ‘ coercive ’ pressures on wages, 
Bowen® cites the post-war experience of Britain and Sweden as 
* especially clear and impressive examples of the chain reaction which 
can be set off by an increase in the wages of certain workers, and the 
strength of the tendency for coercive comparisons to cause an upward 
spiral of the entire wage structure’; Flanders® considers that ‘ the 
main wage movements are strategically determined; they spread out 
from a relatively small number of key bargains’. Again (to quote 
Routh), ‘as those solar systems [large industrial groups] go shuffling 
through space . . . they preserve the essentials of their configuration 
- - . One part cannot move without giving a tug to the others.’? 


3 Ibid. para. 57. 
Cohen Council, Second R 
2 [bid., p. 29. eport, August 1958, p. 30. 


4 British , . ° a 
ite bey jee Confederation, Report to Conference on Industrial Relations, October 
§ William G. Bowen, The Wage-Price Issue, Princeton, 1960 1 
n, mi , , pp. 137 f., 214 f 
* Allan Fland idustrtal: Retaslows 
Britein, 1954, to wa Flanders and Clegg, The System of Industrial Relations in Great 


7Guy Routh, ‘T : eee tye 
March, lose. P30. he Structure of Collective Bargaining,’ Political Quarterly, January— 
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(6) Various industries are cited as regular leaders and/or ‘ pace setters ’. 
“In almost every year since 1950, the weak link in any stand by em- 
ployers over wages has been a nationalised industry, notably the 
railways ’.1 ‘Since the war negotiations in engineering have tended to 
set the pattern for the larger part of the labour market ’?; in 1959 an 
attempt was made ‘to try to ensure that the pattern of wage settle- 
ments . . . would be set by the engineers and electrical workers, rather 
than by the normal pace setters like the miners, railwaymen, and 
busmen ’.3 Electricity supply workers,‘ distributive workers,® and 
others are also cited. 


(7) The wage round does not stop at national frontiers: ‘ the movement 
towards a shorter working week looks like being the main development 
in collective bargaining in industry this winter. . . . In fact a reduction 
in hours appears to be part of a general pattern in many countries. 
Mr. Khrushchev has promised the Russian workers a 35-hour week. 
The Common Market Treaty commits the Six to a 40-hour week by 
the end of the transitional period ’.® 


The current emphasis on a quasi-automatic progression is fully in line 
with the swing away from ‘ purely etonomic ’ theories of wage determination; 
but, while a belief in the existence of wage rounds is by now a matter of dogma, 
the nature of these rounds still remains something of a mystery. The object 
of this article is primarily to clarify some of the implied concepts, and to see 
how far these appear to have been justified by events.” 

All concepts of the wage round imply some sort of repetitive pattern: the 
three most important should be distinguished as follows: 


(1) Grouping of settlements in time. In this case the only pattern consists 
in a chronological bunching of settlements involving wage increases. There 
need be no similarity in the amounts of the increases; nor need there be any 
special significance in the particular industries which are affected. 


(2) Similarity of increases. Here it is only the actual amounts (whether in 
money or percentage terms) which are recognisably associated. There need 
be no marked bunching in time; and the particular industries affected are 


again irrelevant. 


1 Economist, July 2nd, 1960. 

2 Sunday Times, September 20th, 1959. 

3 Financial Times, September 21st, 1959. 

* Ibid. 

& Financial Times, April 25th, 1960. 

© Financial Times, November 20th, 1959. ' ‘ 

7 The wages in question are, of course, nationally negotiated rates: only wage rates 
change discontinuously enough for such progressions to be observable. While the movement 
of actual earnings is clearly related to that of wage rates (although the levels of earnings and 
rates may, over time, have diverged very greatly), this movement is more or less continuous: 
earnings vary not only from worker to worker and from firm to firm but also, for individuals, 


often from week to week. 
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(3) Inclusiveness. In this case, a wage round is distinguished by the fact 
that most or all of the industries considered secure wage increases (though not 
necessarily in the same order) on successive occasions. Similarity of increases, 
though it may occur, is not relevant; nor need there be any particular bunch- 
ing in time. 

There seems to be a subconscious recognition of these three concepts in 
most current pronouncements, though it is seldom clear which of them 
(singly or in combination) is being considered. Part of the trouble is that there 
is no readily available source of the information required which is presented 
in a systematic and manageable form. 


Sources 


What is needed, ideally, is a record of the actual money increase obtained 
in each case; of the industries, industry or part of industry covered by the 
particular agreement; of the number of people involved; and of the date of 
announcement of the increase. For a thorough study, details of original 
claims and subsequent discussions would be desirable. There is no single 
published source for this material, the potential sources being the Ministry 
of Labour, the Press and the Labour Research Department. These sources 
are subject to the following limitations: 


(1) Ministry of Labour. The Gazette publishes, monthly: 


(a) A summary table giving the ‘ approximate number of workpeople 
affected by net increases ’ and the ‘ estimated net amount of increase 
in weekly rates of wages’. This looks like a possible source for the 
numbers involved; but the industry grouping used follows the Stand-* 
ard Industrial Classification ordering, and therefore relates to very 
broad sections of industry which generally obscure the actual negotiat- 
ing groups concerned. Moreover, the source could in any case be 
used for this purpose only so long as the group of workers in question 


had received only one increase to date (t.e., in the course of the months 
considered).} 


(b) A list of ‘ Principal Changes in Rates of Wages’. This material is 
extremely detailed, but its very minuteness renders any attempt to 
make a wholesale use of it too time-consuming to be practicable. A’ 
further drawback is that the date given is that ‘ from which the change 
took effect’, whereas from the point of view of the wage round the 


_ |The monthly totals are presented cumulatively and relate to all the month: 
in question preceding that in which the table is pitlished, In the create fo 
approximate number of workpeople affected by net increases’, no worker figures more than 
once in the period concerned: ‘ workpeople who receive two or more increases of wages durin 
the period are counted only once in this column ’. The figures are necessarily SStiate: 
the Ministry makes the best estimate it can of the numbers affected by each change re orted 
to it, but in some cases little or no reliable information is available. The resented net 
amount of increase’ for an industry group is a product of the above estimates of numbers 


affected within the gro : 5 
in question. group and a further estimate of the average wage pees for the workers 
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important date is presumably that of the announcement of the increase 
(or, in the case of Wages Council Orders, the date of the ‘ proposal ’),! 


The Ministry’s unpublished material includes: 


(c) Its collection of agreements, which are filed, together with related 
material, under industry headings. This is of course a potential 
source, although also a most uneconomic one if any other is available. 


(d) The raw material for the overall index of wage rates. These data, 
again, suffer from the drawback—for the present purpose—of relating 
to the ‘industries’ and ‘ orders’ of the Standard Industrial Classi- 
fication.” 


(2) The Press. Most important wage negotiations are reported in the 
national newspapers, but the coverage is inclined to be haphazard. 
Some newspapers keep comprehensive files of news cuttings of wage 
topics, but these are apt to be too general in their scope to be a con- 
venient source. 


(3) The Labour Research Department. A summary of current wage 
negotiations is provided in the ‘ Industrial Notes’ of the monthly 
publication Labour Research. This material is presented in something 
like an appropriate form: each negotiating group is mentioned separ- 
ately, together with the specific money increases as these are settled. 
The range of these notes is far from being exhaustive (they probably 
include less than 10 per cent of the settlements reported to the Ministry 
of Labour); but, even so, reference is made to some 130 negotiating 
groups and the total of settlements noted over the twelve-year period 
1948-59 amounts to no less than 530. Details also are given of the 
presentation and subsequent modification of claims, although not 
systematically enough to be worth analysing without collateral evidence. 
But the wage negotiations of all the big industries, and of many smaller 
ones, are documented fully enough to enable one to gain a first 
impression of the general patterns of wage change. 


This material can now be examined in terms of the three main aspects of 
the wage round distinguished above. How far any observed patterns have to 
be explained by the self-generating forces which are often postulated, and how 
far they can be ascribed to the direct operation of more general economic and 
political pressures, are questions which must be reserved to a concluding 
section. 


1 The dates of selected important settlements, together with brief summaries of their 
main provisions, are now to appear annually in the Gazette. 

a Lor a description of the methods used, see Ministry of Labour Gazette, February 1957. 
Professor Devons and others have also calculated indices for S.I.C. orders, to publish them 
in the Manchester School (May 1958) and, currently, in the Guardian. But in any case the 
concept of an average wage rate is of little value for a study of wage rounds, 
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(1) Grouping of settlements in time 

It should first be asked whether there is any noticeable pattern in the 
mere incidence of wage agreements, irrespective of numbers affected. 
Diagram I shows the numbers of negotiated wage increases occurring in 
each month from January 1948 to December 1959 (including with these the 
shorter-hours agreements of the latter part of the period), as recorded in 
Labour Research. It seemed preferable to plot 3-month moving averages 
rather than the crude monthly totals, both because in some cases the precise 
dating of the agreements in question was not clear (though no error is likely 
to have exceeded one month) and because this method tends to smooth out 
minor variations in the general pattern. It is perhaps a little surprising that 
the fluctuations, at any rate at the beginning and end of the period, should be 
so strongly marked, and also (in view of the seasonal concentration of trade 
union conferences, which are often the starting point of wage claims) that 
they should appear to be independent of seasonal influences.! 

In terms of timing alone, there were definite wage rounds from August 
1948 to March 1950, from March 1950 to July 1951, from July 1951 to May 
1952, from August 1955 to August 1956, from August 1956 to October 1957, 
and from October 1957 to September 1959. The period from May 1952 to 
August 1955 is harder to interpret; but since the rounds were of shorter 
duration, this may partly explain why they are less well marked. Tentatively 
one may say that the dating is as follows: May 1952 to April 1953, April 1953 
to September 1953, September 1953 to July 1954, and July 1954 to August 
1955- 

If, on this evidence alone, one looks for signs of ‘ leadership ’, one naturally 
concentrates on the periods during and immediately after the troughs in 
Diagram I. Certain groups tended to conclude agreements at these times: 
transport workers, notably in road haulage, road passenger transport, and the 
railways; and distributive workers, notably in retail co-operatives and multiple 
groceries. But to initiate (7.e., to be the first in time) is not necessarily to 
instigate (i.e., to command a large following): it might be thought unlikely 
that so small a section as, for example, road haulage workers would ‘ set the 
pattern ’ of a wage round—even though they do belong to a very large and 
powerful trade union. It may well be considered that initiation is not really 
the point, and that instigation is what matters. But here the evidence can 
only confirm (or fail to confirm) existing preconceptions; it cannot generate 
them. One has to judge on quite other grounds (e.g., on a detailed knowledge 
of the concomitant circumstances of particular bargains—or of the current 
practice of particular unions—and not simply of the timing of the bargains) 
which settlements are ‘ important ’. Thus one can say a priori that engineering 
settlements are important because they have been followed (or accompanied) 
by settlements in shipbuilding, and have generally seemed to lead those 
concluded—also in many cases by members of the Confederation of Ship- 
building and Engineering Unions—for Government industrial establishments, 

1 Claims, however, may well be found to be seasonal in their incidence, 
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civil air transport, motor retailers and repairers and other groups; and 
electricity supply and gas have also tended to run together. But do such 
groupings add up to the motive power of a wage round in the popular sense? 
While the ‘ important ’ settlements in this sense usually account for the peaks 
in Diagram I, there is little to show that the influence of any of them extends 
beyond its acknowledged dependants: if it did, one would expect each ‘ round’ 
to be skewed to the left in the diagram. In several cases the ‘ important ’ 
agreements coincide in time or are closely grouped; but they do not always 
occur in the same order, and their possible interconnection is not deducible 
from data of this kind. 


(2) Similarity of increases 

Is there in fact any pattern in runs of similar money or percentage 
amounts, i.e., in groups of settlements each resulting in increases of (say) 
between 7s. and 8s. a week, or of (say) between 4 and 5 per cent on the 
previous rates? To answer this, we have to look at the recorded increases (a) 
in money terms and (4) in percentage terms; and while the former is relatively 
simple, the latter presents enquirers with the sometimes formidable difficulty 
of ascertaining the precise rates in question prior to the granting of the 
increases. 


(a) Increases 1n money terms 

A problem arises in tabulating the money increases specified in the 
records, since some settlements provide for uniform flat-rate increases to all 
grades covered while others provide for a whole range of differential increases. 
Although these two types of settlement are different both in intention and in 
effect, they are clearly part of one universe: e.g., a 7s. 4d. flat-rate increase 
should not be taken as wholly independent of a 7s. 4d. increase which related 
only, say, to skilled workers. In Diagram II (p. 8) and Table I (p. 10), this 
Gordian knot has been cut by the adoption of the following procedure: 
each flat-rate increase recorded is counted as a single ‘ occurrence ’ and, where 
the increases are recorded as differentiated, the upper and lower limits alone 
are so counted. 

Diagram II shows the duration of ‘runs’ of similar money increases, 
expressed in terms of shillings per week, between 1948 and 1959—the 
increases being grouped in 1s. class intervals. A ‘run’ is understood as a 
period during which a number of similar increases occurred, there never: 
being a gap of more than two successive months between such increases. In 
order to give some idea of the concentration of occurrences, the total of these 
is set above the line representing each run, together with a breakdown of the 
occurrences according to their types. Table I summarises this information. 

It may be objected that Diagram II and Table I represent no more than a 
distribution of wage increases over a twelve-year period; and one clearly has 
to go further before establishing the existence of genuine runs of increases. 
If, for instance, a ‘ run’ as defined above turned out on inspection to consist 
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TABLE I 
‘Runs ’! of Wage Increases of Similar Money Amounts, 1948-1959 
ate — VR NN ee ee SE ee 
Total Average _ Type of occurrence* 
occur- occur- (breakdown of col. 4) 
Range vyences  vences 
shillings per Length in per fiat upper lower 
week)* Dates* (months) ‘run’ month vate limit limit 
(1) (2) (2) ote aU) Ope ieee 
3s. to 3s. 11}d. 9/48- 3/49 8 12 15 8 1 3 
1/54-10/54 10 7 0.7 4 0 3 
BUG RU CSS SOR | (aiob eer ee eee ee 
4s. to 4s. 114d. 10/48-10/49 13 15 72 12 0 3 
5s. to 5s. 114d. 2/48— 7/49 18 30 5 IF | 24 Bi al 
6/50— 2/51 9 13 1.4 9 1 3 
5/52- 4/55 34 20 0.6 16 1 3 
3/58- 6/59 16 13 0.8 6 2 5 
6s. to 6/114d. 1/48- 8/48 8 6 0.8 5 0 1 
7/50-12/50 6 6 1.0 2 1 3 
6/58— 1/59 8 12 U5 6 2 + 
6/59-11/59 6 6 1.0 6 0 0 
7s. to 7s. 114d. 1/48— 7/48 a! 10 14 8 0 Z 
10/50— 5/565 68 65 1.0 45 8 ie 
12/56- 5/57 6 10 By a 8 0 2 
11/57— 8/59 22 29 1.3 20 7 2 
8s. to 8s, 114d. 12/53- 6/54 7 5 1.4 2 2 1 
10/55-12/55 3 5 1.7 1 0 4 
4/57— 7/57 + 5 13 4 0 1 
9s. to 9s. 114d. 1/51- 6/51 6 6 1.0 4 1 1 
11/55— 5/56 7 8 dA 3 0 5 
3/57— 8/57 6 13 ae, 10 1 2 
4/58— 2/59 11 6 0.5 4 1 1 
10s. to 10s. 114d. 9/54- 9/56 25 18 0.7 8 8 2 
Ms. to 11s. 114d. | 11/50- 7/51 9 9 1.0 5 3 1 
11/51-— 2/52 4 5 fs 4 0 1 
1/55-— 7/55 7 8 a! + 4 0 
12/55— 4/56 5 6 1.2 1 4 1 
4/57-10/57 7 6 0.9 4 2 0 


+“ Runs’ may sometimes include gaps—but never of more than two months—in which 
no increase in the range in question was recorded. 

* These ranges include settlements made in the form of pence per hour, converted to 
the appropriate weekly rate. Settlements involving a shortening of hours of work, although 
nie Sear with ‘compensatory increases ’ in rates of pay, cannot be expressed in 

rms of simple wage increases and are therefore omitted (this omissi ] 

the second half of 1959). nap SES 
The dates given are those of the first and last months of the ‘ run’ in which i 

of ie size in question were recorded. a a cee 

; \ wage settlement provides either for a flat-rate increase to all categories of wor 

in an industry, or for differential increases to a number of grades. In this Rabie. “flat niet ° 

is self-explanatory; upper limit’ indicates the size of the biggest of the differential 

sag specified, , ore limit ’ that of the smallest. Thus one settlement may appear 

more than once in col. 4 if the upper and lower limits in si : : 

different nna tabaodnts pp occur in simultaneous ‘ runs’ of 
This protracted run falls into four main ‘ sub-runs’, separated b i 

‘ t ; , ble gaps 

in which only isolated settlements were recorded. Th va ae follows: (eokaaes 

Saeabened ae ebBye): ese sub-runs were as follows (columns 


Continued on p. 11, 
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of two flat-rate, two ‘ upper-limit’ and two ‘ lower-limit’ increases, the 
actual amounts varying irregularly from, say, 6s. to 6s. 11d. a week, it might 
be doubted whether this was of any particular significance. On the other 
hand, six occurrences of the same type and of precisely the same money 
amount could hardly appear accidental. Regarding therefore as significant 
only those runs in which there were marked identities in money amounts, we 
have excluded three of the thirty-one! runs indicated in Table I, details of 
the remaining twenty-eight being given in Table II (p. 90). Before the ques- 
tion of ‘leadership ’ is examined, the data may be similarly analysed in per- 
centage terms. 


(5) Increases in percentage terms 


These are shown in Diagram III (p. 14) and Table III (p. 15).? An analog- 
ous convention has been adopted to cover settlements providing for equal- 
percentage increases and those providing for differential-percentage increases: 
obviously, what appeared in Diagram I] as a single flat-rate money increase to 
differently-paid grades will appear in Diagram III as two separate ‘ occur- 
rences ’ of differentiated-percentage increases (always supposing that both of . 
these featured in perceptible percentage runs). The definition of ‘ runs’ is as 
before: #.e., a run is understood as a period during which a number of similar 
increases occurred, there never being a gap of more than two successive 
months between such increases. 

Perhaps the most striking feature of the two diagrams is their general 
similarity to each other. For if, as has often been suggested or implied, those 
who settle wages tend to think exclusively either in money terms or in per- 
centage terms, we should expect the patterns to be dissimilar in one of two 
ways: 

(a) If people ‘ thought in percentages ’, one would expect relatively few 
flat-rate increases in Diagram II coupled with relatively many ‘ equal- 
percentage ’ increases in Diagram ITI (or vice versa, if they thought in 
terms of flat-rate increases). 

(b) If, further, people thought in terms of a particular percentage increase, 
one would expect a marked concentration in the appropriate class 


1 Counting the single run from 10/50 to 5/56 as four separate runs, as indicated in note 


x, 
: Be ee caenbes of percentage increases examined was slightly smaller than the number of 
money increases. This was due to the difficulty, mentioned above, in establishing the appro- 
priate original rafes in some cases. (However, a rather larger number of percentage increases 
than of money increases came into perceptible ‘runs ’—partly because 1 per cent class 
intervals are somewhat ee inclusive than 1s. class intervals, at present wage levels.) 


Notes continued from Table I. 


7) (8) 
(7) (2) (3) (4) (5) (6) ( 

: .11¢d. | 10/50- 4/51 7 14 2.0 7 4 3 

os. 12/51 2/33 15 21 14 18 1 2 

1/54-12/54 12 13 1.1 8 2 3 

3/55-10/55- «8 8 1.0 3 0 5 


This breakdown shows that the detailed characteristics of this exceptionally long run do in 
fact generally conform with those of the other runs that were going on concurrently. 
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WAGE ROUNDS, 1948-1959 is 
TaBLE III 
“ Runs’ of Wage Increases of Similar Percentages, 1948-1959! 


Type of occurrence 
Total Average (breakdown of col. 4) 
occur- occur- 


Length ences  rences equal upper lower 
of ‘run’ in per percen- limit limit 
Percentage range* Dates (months) ‘run’ month tage 
1 (2) (3) (4) (5) (6) (7) (8) 
under 3 percent | 12/53-11/54 12 8 0.7 6 0 2 
4/58- 7/59 17 10 0.6 7 il 2 
3 per cent 10/48-— 7/49 10 10 1.0 8 0 2 
3/54— 4/55 14 11 0.8 7 0 4 
3/58— 9/59 19 25 in 19 2 4 
4 per cent 1/48- 4/48 4 5 1.2 1 1 3 
10/48— 1/50 16 18 agi 10 1 7 
6/50— 1/51 8 8 1.0 3 0 5 
5/52— 1/53 9 10 1.1 6 1 3 
1/54-12/54 12 11 0.9 9 1 1 
12/56— 1/59 26 34 1.3 23 6 5 
5 per cent 10/48— 8/49 11 11 1.0 3 7 1 
6/50- 4/51 11 15 1.4 a 5 3 
10/51-— 7/53 22 2 1.0 14 2 5 
1/54— 2/55 14 12 0.9 8 HL 3 
7/55-— 4/56 10 13 1.3 7 1 5 
8/56— 8/57 13 27 Zu 25 2 0 
2/48— 8/49 19 16 0.8 10 3 3 
6 per cent 9/50-10/51 14 12 0.9 6 3 a 
4/52- 1/53 10 12 gaz 6 3 3 
11/54— 6/56 20 17 0.9 7 5 5 
4/57-10/57 7 9 1.3 7 1 1 
7 per cent 7/50— 6/51 12 10 0.8 5 4 1 
1/55- 7/56 19 26 1.4 AZ 10 4 
Riper cent ieacy >-|.11/50-13/52) 16. 64 2 AB 14 6 1 
9/54— 4/55 8 8 1.0 4 3 1 
10/55— 3/56 6 6 1.0 1 2 3 
10 per cent 11/50— 3/51 5 5 1.0 4 1 0 
Re 9/51- 1/52 5 5 1.0 3 2 0 


1 Definitions as in Tables I and iI. 4 
2 The ‘ 3 per cent range ’ includes increases from 3.00 to 3.99 per cent; and so on. 


interval in Diagram III to be offset—probably—by a wide dispersion 
over several class intervals in Diagram II (or vice versa, if they thought 
in terms of a specific money amount). 


There is some suggestion of (a) in 1948-49 and 1952-53 (i.e., during 
‘ restraint’ and recession), when around 80 per cent of the money increases 
recorded in Diagram II were flat-rate advances while only 50 to 60 per cent 
of the increases recorded in Diagram III were equal-percentage advances; 
and there is a hint of the opposite effect in 1954-56, when the proportion of 
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equal-percentage increases was appreciably higher than that of flat-rate 
money increases.? 


(b) is harder to check. To be certain that people were exclusively 
‘attached’ to a specific money or percentage increase at a particular time, we 
should, as has been said, expect to find a marked difference between the two 
diagrams in the patterns exhibited. On the whole we do not: perhaps the 
only hint is in 1952-53, when there was a concentration in the 5s. and 7s. 
class intervals, with a slightly wider dispersion in the percentage changes. 

A partial explanation of the absence of emphatic differences between the 
two diagrams may be that throughout most of the period a fairly large 
proportion of agreements have involved changes in both money and per- 
centage differentials (e.g., ‘ restitutions ’ of earlier wage relativities in favour 
of higher-paid grades or, sometimes, ‘ disproportionate’ upward revisions 
of the rates of lower-paid workers). 

At this point we should look for signs of ‘ leadership ’ in both money and 
percentage runs. 

If we take the runs of Table I,? we find that electricity supply led in three 
(the 3s. run from 9/48 to 3/49, the gs. run from 3/57 to 8/57 and the 11s. run 
from 1/55 to 7/55). London Transport buses also led in three (the 7s. run 
from 1/54 to 12/54, the 8s. run from 10/55 to 12/55, and the gs. run from 
1/51 to 6/51), while company and municipal buses appear to have led the 
11s. run from 12/55 to 4/56. Retail co-operatives, again, led in three runs (the 
6s. runs from 7/50 to 12/50 and from 6/59 to 11/59, and the ros. run from 
9/54 to 9/56). Gas led the $s. run from 2/48 to 7/49, and electrical contracting 
the 5s. run from 6/50 to 2/51. One or other of these was, moreover, near the 
lead in a number of other runs—as were also, notably, the railways. 

Taking the more specific money runs listed in Table II, we find the picture 
largely confirmed: electricity supply led in two cases, and electrical contract- 
ing, the railways, gas and the retail co-operatives in one each. 

In the percentage runs of Table III, electricity supply was near the lead in 
several runs (notably in the 5 per cent run from 10/51 to 7/53); London 
Transport buses led in three (the 4 per cent run from 1/54 to 12/54, the 6 per 
cent run from 2/48 to 8/49 and the 8 per cent run from 10/55 to 3/56), coming 
near the lead in several other runs. Railwaymen led in the 7 per cent run from 
1/55 to 7/56, and were near-leaders in three others (the 3 per cent run from 
5/58 to 9/59, the 4 per cent run from 1/48 to 4/48 and the 8 per cent run from 
9/54 to 4/55). Retail co-operatives led the last-mentioned 8 per cent run, and 
were near-leaders on more than one other occasion. The engineering industry 
deserves a special note, if only because it has so often been suggested as a 
leader. It led in the 11s. run of 11/50 to 5/51 and in the 4 per cent, 5 per 
cent and 8 per cent runs of 1948 to 1950; but since the ending of the wage 

‘ ’ ' 
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sometimes reason to suspect that this had in fact happened. 
* Including the four ‘ sub-runs ’ listed in note 5 to that table. 
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freeze engineering settlements have regularly occurred towards the middle 
of both money and percentage runs (eight of the former and six of the latter). 
The only exceptions are the 11s. run of 4/57 to 10/57 and the 5 per cent run 
of 1/54 to 2/55, where engineering seems to have been a near-leader. 

The emergence of electricity supply, London Transport buses, and the 
railways confirms to some extent one of the prevalent impressions—that 
nationalised industries tend to lead (on the grounds that, in the absence of the 
profit-motive, the ‘employer’ can be induced to pay anything asked for). 
Further, those workers in service industries—for instance, on the buses and 
on the railways—who are paid standard and not minimum rates are some- 
times thought to be ‘ natural’ (i.e., expected) leaders, since they have the 
least opportunity of building up (by piecework, voluntary overtime, pro- 
duction bonuses, etc.) a substantial earnings margin above their wage rates. 
Since for this reason they are always tending to ‘ fall behind’ workers in 
manufacturing industries, it is not surprising if the wage pressure tends to 
originate from them. However, once they have succeeded in ‘ catching up ’, 
the others tend to follow, presumably in the cause of maintaining previous 
inter-industrial wage relativities; so that their efforts are soon frustrated 
This impression is also confirmed to some extent—but only to some extent: 
the alleged leadership of standard-rate industries, like the alleged leadership 
of nationalised industries, is certainly not to be taken as axiomatic. 


(3) Inclusiveness 


What we look for here is regularity in the composition of successive wage 
rounds: i.e., the round is defined by the time taken for all bargaining units 
of a given group to get their increases. It is impossible to isolate such a 
pattern without making a drastic selection, for any industries which conclude 
their bargains infrequently—as some obviously do—will obscure the quite 
distinct pattern established by the ‘ regulars’. For the sake of simplicity, we 
have selected only ten industries. (See Diagram IV.) 

The choice of a starting point is necessarily arbitrary, although there 
seems to be some plausibility in starting, as we have, from the end of the wage- 
freeze in 1950. Our method from this point was to list and number each 
successive increase of each of the ten industries: ‘ round’ I thus comprises 
all the first increases, ‘ round’ II all the second, and so on. Each of the 
industries concluded at least seven agreements within the period, some as 
many as nine. The series begins with a break-through by the E.T.U. (a 
member of the Joint Industrial Council for electrical contracting); and from . 
this point the rounds are clearly distinguishable, although there is always a 
good deal of overlap. Table IV (p. 20) shows the ranking of the industries in 
successive rounds: a horizontal reading of it shows that most of them main- 
tained a fairly consistent position although, as can be seen from the diagram, 
there is considerable variation in the spacing within each round.1 However, 
for several groups there is a decisive break in order: electrical contracting 

1 See also p. 21. 
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ceases to lead after round V, when agriculture takes over; buses fall back after 
round III; and railways climb markedly. Electricity supply, which has been 
noted as a ‘ leader ’ in other contexts, has no very stable role in this; but retail 
co-operatives, which have figured in some degree in every pattern examined, 
are regular ‘ near-leaders ’ here. 

These are simply successions of bargains, which are not necessarily close 
to each other in time. There is, as might be expected, virtually no trace of 
similarity in the money increases secured; and the few similarities which are 
found are those which exist between associated bargains (e.g., engineering and 
vehicles). These similarities tend to persist regardless of the particular 
rounds into which the bargains fall; thus, in the ‘ overlap ’ between round V 
and round VI, vehicle workers got ros. to 12s. 10d. and engineering workers 
gs. 6d. and 12s. 6d., although this was the fifth increase recorded for vehicles 
and the sixth for engineering. There is also very little similarity in the 
percentages secured, except perhaps on two occasions (from February to 
November 1951, where there was a tendency to 8 per cent; and from Novem- 
ber 1956 to May 1957, where as we know! there was a strong run on 5 per 
cent). 

Unlike the similarities in money amounts, however, the similar percent- 
ages seem to obtain between diverse industries; and this confirms the impres- 
sion one gets from looking at lists of those obtaining similar percentages— 
namely that if any type of increase is ‘ contagious’ from one industry to 
another it is the percentage form rather than the money form. 


Conclusions 

The above is no more than a first look at the most readily accessible data, 
restricted as these are, in the hope of tracing some pattern of wage rounds. 
Perhaps our most obvious omission is any reference to the details of the 
bargains considered—.e. of the claims? and counter-offers which generally 
precede them, the degree of publicity by which these early moves are accom- 
panied, and in general the extent of prior knowledge. Clearly these are 
factors which may very well determine subsequent attitudes (and therefore 
the eventual bargains); but equally clearly they are not the sort of factors to 
be recorded systematically. 

Another obvious gap in our treatment is the absence of any estimates of 
the relative numbers affected by different wage bargains; but here, surpris- 
ingly enough, there is again no systematic public knowledge. Obviously the 
numbers of workers employed in different industries is readily available; but 
this may often be no sort of clue to the numbers of workers covered by the 

1 See Diagram I1I. : 

2A chart of wage demands for 24 ‘ major negotiating groups’ (comprising 7 million 
workers), over the period 1958-60, has been compiled by the National Institute of Economic 
and Social Research in its Economic Review for November 1960. The chart is based on 
information from trade unions and on the Ministry of Labour Gazette; and it should, if 


continued, prove a valuable source for future enquiries on the timing of claims and of dates 
of operation of increases, on the periods elapsing between the two, and on the percentage 


changes in hourly rates of wages. 
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separate bargains of a proliferation of unions. However, even if one were 
clear about the relative numbers affected, these numbers would not neces- 
sarily provide a yardstick of relative importance: is a bargain involving twice 
as many workers as another necessarily twice as significant? 

In spite of these and other limitations, the grouping of the data does 
suggest pattern. There are in fact several distinguishable patterns, each of 
them phased differently: the timing of (1) successive groups of settlements, 
(2) sequences of similar-sized wage increases, and (3) the securing of increases 
by a given selection of industries, would appear to be largely independent. 
The precise dating of all these patterns is necessarily more or less arbitrary, 
but their phasing can be described approximately. If (1) is compared with 
(2), all that can be said is that there is an understandable tendency for some 
of the peaks in the numbers of agreements to coincide with the emergence 
of several simultaneous (money or percentage) runs. (3), however, bears 
little relation to either of the others. 

The phasing of (1) and (2) has already been indicated diagrammatically; 
but the phasing of (3) requires a little explanation. The sequences (‘ succes- 
sions ’) of Diagram IV vary from 20 to over 30 months; but since we have 
taken only ten selected industries, the length of these sequences means very 
little. What is important is the time elapsing between successive increases 
secured by particular industries, and these may be summarised as follows: 


Time elapsing between increases, in months 


under 10 10-II 12-13 14-15 16-17 18-19 20andover Total 
Number of 
increases 8 18 1 15 8 5 2 74 


Each of the selected industries occasionally had considerably longer than a 
year between increases; but these relatively long periods did not in fact 
coincide. Some industries had far longer between increases than those we 
selected: indeed, if we were to have included all the recorded agreements, we 
should have found that to wait for a fully-inclusive wage round (i.e., for 
everyone to have got a nationally-negotiated wage increase) would be like 
waiting for Godot. On this showing there is no question of an annual wage 
round in the Cohen Council sense (i.e. ‘ all wage earners ’ getting an increase 
every year); nor, even, do the sequences start at regular annual intervals— 
these intervals ranging between 9 and 18 months. 

Nor is there an annual pattern in (1) or (2)—although here it must be 
remembered that we are dealing with groups of agreements which may well 
(and sometimes do) include more than one occurrence for the same industry. 
There is no very marked annual cycle—nor even a discernible seasonal pattern 
—in Diagram I; there is certainly none in Diagrams II and I1I—where 
annual wage rounds would imply that particular years were characterised by 
a particular money or percentage amount (or amounts). There are, in all 
four diagrams, discernible patterns; but in none of them is there any indica- 
tion of regular periodicity. 
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Since however we have been looking at different aspects of a single set of 
data, the four diagrams are not basically inconsistent with each other. The 
wage freeze ending in 1950, the Korean war in 1950-51, the recession of 
1952-53, the degree of unemployment, and the sharper rises in the cost of 
living, have left characteristic marks on each. 

Thus the breakdown of wage restraint by the third quarter of 1948, and 
the relative success of the wage freeze up to the second quarter of 1950, is 
reflected in the fluctuations of Diagram I—and in marked gaps in Diagrams 
II and III: these gaps being immediately preceded by concentrations in the 
lower money and percentage ranges. The boom which accompanied the 
Korean war produced a strong peak in Diagram I, some high money runs in 
Diagram II, and the highest percentage increases in Diagram III. 

The recession of 1952-53 was accompanied by a general falling-off in the 
numbers of wage agreements (Diagram I), and a less marked periodicity in 
their incidence. The money and percentage increases (Diagrams II and IIT) 
declined. By the beginning of 1954, however, the recovery began to be 
marked by a new series of wage increases in the higher money ranges (there 
were not, however, the very high percentage runs of 1950-51). ‘These big 
increases were tending to tail off again by the end of 1957, as a further 
recession began to be felt. 

Little light is thrown on the connection between changes in wage rates 
and the sharp rises in the cost of living. During the period, the cost of living 
rose sharply in 1950-51, 1954-55, and to a lesser extent in 1957; and these 
rises were accompanied (rather than preceded or followed) by runs of high 
money and percentage increases—and, in the first and last instances, by a 
marked bunching of wage agreements in time. It is worth noting (Diagram 
IIT) that the sharper the rise in the cost of living, the higher the percentage 
increase in which there were significant runs. This effect is not perceptible in 
money terms, because of the decline in the real value of money. 

If it is asked whether unemployment fluctuations leave any mark on wage 
rounds, the answer has to be more tentative. If unemployment were lagged 
by six months, there would appear to be some coincidence of peaks and 
troughs with those in the incidence of wage settlements (as given in Diagram 
I) between 1948 and 1951, and again in 1955-56; but the periods 1952-54 
and 1957-59 would—if such a connection were held to operate—imply 
longer lags. This gives some slight support to the reasonable contention that 
wage pressure is more responsive to the unemployment situation at a time 
when unemployment is low. Diagram IV suggests no more, in this context, 
than that the gaps between settlements (important settlements at least) tend 
to get longer in periods when full employment is less full than usual. 

It is probably not very reasonable to suppose that unemployment, as 
distinct from other cyclical influences, would have had a very marked effect 
on the scale of increases in money or percentage terms; but there may very 
possibly have been some effect on wage differentials within industries. As is 
well-known, wage changes had for a long time—since the first world war— 
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tended to be made on a flat-rate basis. This had the effect that percentage 
differentials between the different grades of workers in the same industry 
were narrowed whenever wages rose, and were widened when they fell. 
Various ‘ market interpretations’ of this apparently institutional fact were 
offered; for example, it was ‘ natural’ that the relative values of skilled and 
unskilled should alter with the economic climate; during depressions, the 
skill differential ‘inevitably ’ widened because unskilled workers were the 
more expendable (and their bargaining position was consequently less 
strong)—and vice versa during booms. The war was a boom par excellence: 
and by the end of it differentials had been narrowed so much that their 
appropriateness at existing levels began to be questioned. During 1948-51 
several differential wage agreements had been concluded with the intention 
of halting, or even reversing, the narrowing process. In the recession of 
1952-53, however (1.e. just when one would not expect it), there was a 
marked concentration of flat-rate settlements, as is apparent to some extent 
in Diagram II. To account for this minor paradox, it may be suggested (1) 
that the recession was much too slight appreciably to weaken the bargaining 
power of the lower-paid, and (2) that since, given minimum concessions to the 
lower-paid, differentiated wage increases cost more in aggregate than flat- 
rate increases, the latter ought really to be expected in times of stringency. 
The relapse into flat-rate settlements was in fact short-lived, and differen- 
tiated increases were resumed as soon as the recession was over.! 

Obviously this is not the whole story. Other economic influences—for 
example, the productivity and (to judge from the ‘ folklore’ of trade union 
argumentation) the profitability of particular industries—can hardly be 
deemed irrelevant to wage determination; but the available series are usually 
too unreliable, or too insensitive, for it to be possible to make out a plausible 
case—at any rate over industry at large—for particular relationships. 

Nor must the purely institutional interpretations be neglected—in par- 
ticular, the widely canvassed view that the ‘ constellations ’ theory provides 
an adequate explanation of wage movements (even though it is never clear 
whether ‘movements’ in time, in money, or in percentages, are being 
‘explained ’). If all that is being said is that all wage changes are inter- 
dependent, but that some are more interdependent than others, this is an 
unexceptionable platitude. But if it is suggested that there are institutional 
forces at work analogous to the ineluctable links of the universe, this a 
different story. The instances of cosmic order are few. Perhaps the most 
obvious case is the tie-up of engineering and shipbuilding, where a single 
body—the Confederation of Shipbuilding and Engineering Unions—is 
concerned with two separate employers’ federations. Agreements for these 
two industries always come close together, and the increases also tend to keep 
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step; and, as we have noted, certain other agreements are pretty regularly 
associated with them. Wages Council industries, again, have often been 
held to follow each other—as for example in clothing; and the retail trades 
have also shown signs of unity. 


It is not hard to single out significant coincidences in timing or in simi- 
larity of increases; but if we think of ‘ constellations ’ in the narrow sense 
(i.e., industries which traditionally settle together) we can hardly hope to 
explain more than fragments of the whole picture by reference to these. If 
we think of constellations in a wider sense, and consider all regular forms of 
communication between different organisations concerned with wage settle- 
ment, we may be on more hopeful ground. It is a commonplace that there 
are unifying forces at work: the ‘omnipresence’ of the general workers’ 
unions, for instance, the ‘ interlocking ’ of Wages Councils, and the inevitable 
sensitivity of arbitrators to their own previous decisions and those of others,” 
are alone enough to ensure that wage settlements are seldom made in a total 
vacuum. But to stress the unifying forces at work is not to explain the diver- 
sity of patterns of settlements, still less the marked changes in these patterns 
that have been observed from time to time. Here, it may be suggested that 
major wage disputes (such as those of the engineers, busmen and railwaymen 
during the past five years) have left some mark on neighbour settlements, in 
that the outbreak of such disputes may have inhibited settlements in lesser 
industries for a time, until the ‘ pattern’ could be reset according to the 
eventual result of the dispute. But even such disputes can hardly be more 
than straws in the ‘ wind of change ’: the direction of the wind still has to be 
accounted for. 


The wage round is, in fact, far more complex than popular views would 
suggest, and certainly too complex to be accounted for by single explanations. 
If one asks what is the net effect of it all, it can be said that—on average and in 
the long run—the complexity results in certain broad similarities though 
certainly not in rigid uniformity. Thus if we were to take ‘ characteristic ’3 
wage rates for men from each of the ten industries of Diagram IV, we should 
find that, between 1950 and 1958, seven of these increased by between 60 and 


4 For instance, between June and October 1959, six different retail trades secured flat- 
rate increases of 6s. 

**.. . in arriving at their decisions, such bodies appear to give much weight to . 
changes which have recently occurred in the wage rates of other industries, particularly 
those changes which have been the result of awards by the same body. The ultimate result 
may pay only slight regard to the current circumstances of the industry concerned and 
poneraly. Eve a seh pays been rade to take into account the overall circumstances 
oO e country Titis mployers’ Confederatio | 
Relations, October 16th-17th, 1958). we Saal Gay Ue Reese 

_* The rates taken were as follows (approximate weights given in brackets where appro- 
priate): electricity supply, electricians in ‘ provincial areas ’; electrical contracting, electricians 
in grade B areas (other areas) ’; building, craftsmen (3) and labourers (1) in ‘ grade A 
areas’; vehicle building, craftsmen in ‘other areas’; coal mining, underground workers (4) 
and surface workers (1); vatlways, driver's maximum rate (37) and porter’s maximum rate 
(52); municipal buses, drivers’ maximum rate in ‘ majority of areas’; retail co-operatives, 


shop assistants in ‘ provincial ‘‘A” areas’; engineering, fitters (3) and labo Mh 
culture, minimum rate for England and Wales 3 @) wpileaiettM perccce 
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69 per cent, and the remaining three by 70 per cent or a little over.! This 
is typical of the ‘ modal experience ’ of industry at large (whether or not, for 
instance, the increases are secured by negotiation or by the operation of 
Wages Councils).? If we take representative wage rates for men in some 130 
industries listed in the Ministry of Labour’s Time Rates of Wages and Hours 
of Labour,’ we find that the percentage increases in these rates over the period 
(in this case from October 1949 to April 1959) were distributed as follows: 


Number of wage rates increasing by— 


less than 60% to 70% to 80% and Total 
60% 69% 79% over 
Skilled rates Ag 25 (27) 38 (40) 25 (27) 6 (6) 94 (700) 
Unskilled rates... 23 (78) 53 (42) 40 (32) 10 (8) 126 (700) 
Allratestaken ... 48 (22) 91 (47) 65 (30) 16 (7) 220 (700) 


(Iigures in brackets are percentages of totals.) 


In so far as there was a tendency for unskilled rates to rise by rather more 
than skilled rates, this supports a popular preconception about wage changes 
since the war. Any kind of generalisation about wage rates has to be qualified, 
of course, by the reminder that these rates are in some cases minimum rates 
and in other cases standard rates—in fact, that the importance of the wage 
rate (specifically, its importance as a component of the worker’s pay-packet) 
can be very different in different industries. However, this picture, such as it 
is, provides a summary illustration of how far wage rates have kept in step 
over a period of years.* In so far as it is an orderly picture, the so-called wage 
round is partly responsible for the orderliness since it implies a tendency to 
generalise particular increases—to award them, for example, both to those 
groups whose productivity has been rising and to those whose productivity 
has not been rising but whose wage rates have been lagging behind. This 
apparent egalitarianism, involving as it does a tendency to freeze many 
historical wage relationships between industries, is not so much a product of 
principle as of ‘ free collective bargaining ’ under which every group tries to 
do at least as well as its neighbours. 


1 The percentage advances were: electricity supply 61, vehicle building 64, retail co- 
operatives 65, agriculture 66, railways and electrical contracting 67, municipal buses 69, 
building 70, coal mining 73, and engineering 74. In the ordering of the rates selected, only 
electricity supply and engineering changed station vis-a-vis their neighbours. 

21f the rates of workers in ‘ Wages Council industries’ are taken separately there 
appears to be no real difference in the character of the distribution from that of the one 
given above. ; b f 

3 Where possible one ‘ typical ’ skilled rate and one unskilled rate (usually the labourer’s) 
were selected from each industry of which details were given in both the 1949 and 1959 
editions of Time Rates of Wages—the rates taken being those operative outside London, in 
the bigger provincial areas or industrial towns. . 

4 It should be noted, however, that an industry where wage rates rise frequently (say 
by a regular series of annual steps) will do better than one where the increases occur less 
frequently. For although the wages of both industries may eventually be found to have 
risen by the same percentage, the industry where increases occurred less frequently will 
have been lagging behind the other in the intervals. 
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If such a procedure is not to have an inflationary effect, the increases 
secured by those groups whose productivity is rising must be less than 
proportionate to the actual rise in their productivity, seeing that an equivalent 
increase will have to be granted to those whose productivity has not risen. 
But in practice strong bargaining groups will sometimes be able to secure an 
increase fully in proportion to their increased productivity and, when other 
groups follow suit irrespective of productivity increases, inflation pressure 
will build up. However, the pressure from this source is not continuous, if 
only because wage rounds do slacken and come to an end. It may well be 
argued that such pressure as is inherent in the wage round is too little and 
too rarely controlled; and Utopian alternatives—such as a modest uniform 
annual percentage increase to all (or a uniform annual money increase), 
geared to the overall rise in productivity, are sometimes advocated. But it 
must be remembered that the pressure on wage rates through successions of 
nationally negotiated increases is far from being the only form of wage 
pressure; for in many cases actual earnings are continuously being pushed 
up by local negotiation, and this tends either to widen the ‘ earnings gap ’ 
or to exert an additional pull on the rates. Moreover, any national wages 
policy (which, to be justified, would require a corresponding control of 
profits and prices) is felt to imply the virtual abandonment of trade union 
autonomy—and of others’ autonomy.? 


1“«« Free collective bargaining ’’ has become one of the most sacred of our very numerous 
sacred cows’ (G. D. N. Worswick, ‘ Prices, Productivity and Incomes ’, Oxford Economic 
Papers, June 1958). Worswick, in this article, and T. Balogh (writing on ‘ Productivity 
and Inflation ’ in the same issue) argue, in effect, that there need be no harm in systematic 
and repetitive increases in wage rates (so long as they are systematic) as such, provided that 
‘productivity rises sufficiently to meet trade union demands without the need for a rise in 
prices ’ (Balogh); and (Worswick) that to attempt to restrain wage claims on the ground 
of the supposed dangers of ‘ excess demand ’ is liable to be self-defeating since production 
would tend to be curtailed and the necessary rise in productivity inhibited. 


‘BRITAIN, THE COMMONWEALTH AND EUROPE”! 
By M. FG. Scotr 


My chief concern in this paper is to consider how the interests of the 
United Kingdom and of the other members of the Commonwealth are likely 
to be affected, first, by the formation of the European Common Market and, 
second, by the various possible courses of action which might be taken by the 
Commonwealth in present circumstances. One such possibility which is worth 
considering, even if it has not met with much support, is that the United 
Kingdom should join the European Economic Community on the same terms 
as the present members. Another is the proposal which was put forward a 
year or two ago at the unofficial Commonwealth Relations Conference at 
Palmerston in New Zealand.? This was, very briefly, that the United King- 
dom should join the Community on much the same terms as the present 
members, but that her food imports from the Commonwealth should remain 
largely duty-free, and that the rest of the Commonwealth should negotiate 
freer entry for their exports to the Community in exchange for the elimination 
of tariff preferences on their imports from the United Kingdom. A third 
possibility is that no attempt should be made to join the Community, but 
that the countries outside it should press for reductions in its external tariffs 
through the General Agreement on Taritis and Trade. 

A consideration of these various alternatives raises many issues with which 
I cannot deal here. I have little to say about their political implications, or 
how the interests of other European countries are likely to be affected, al- 
though both are, naturally, highly relevant to the negotiability of the proposals. 
Furthermore, the whole matter is very complex, and the nature and magnitude 
of all the repercussions of the measures taken cannot be easily foreseen or 
accurately gauged. I must apologise, therefore, for the inadequacy of this 
paper. The subject deserves more study than I have been able to give to it. 

A summary of the paper is given on pp. 44 to 46. 


The impact of the Common Market on the Commonwealth 

What difference does the formation of the Common Market make to the 
existing situation? One difficulty about answering this question is that the 
full effects will be realised only after some years, since the reductions in 
tariffs within the Community, and the unification of external tariffs, will not 
be completed until then, and since the effects of these changes, even when 
they are completed, may take time to occur. To study the effects one therefore 
Oe eee ee oe or Ge bell in London in Jaly 1960 wader the-acgia of 2 fcidus 
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du Royaume-Uni and L’ Institut de Science Economique Appliqué. The latter h 
pubiined all the papers in French, and the writer is grateful for its permission to publish 


i r here. 
mee tie Links with the Common Market’, Peter Thorneycroft, M.P., The Manchester 
Guardian, May 5th, 1959; and “The European Economic Community and the Common- 
wealth’, edited by C. £. Carrington, supplement to‘ Western World’, February 1960, 
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needs to know, inter alia, what the pattern of trade would be like 10 or 20 
years hence in the absence of the Common Market as well as with it present. 
One cannot assume that the present pattern of trade would persist if there 
were no Common Market. Many believe that intra~-European trade is likely 
to continue to grow faster than world trade, and if that were to happen the 
effects of the formation of the Common Market would be greater than a 
reference to the present trade pattern would suggest. This point is of some 
importance since in what follows I (inevitably) refer to the present trade 
pattern in order to assess the impact of the Common Market on the trade of 
the Commonwealth. Some allowance for future changes in the pattern must 
therefore be made. 

The most direct and obvious effects of the Common Market are on flows 
of trade. For reasons given below, it is thought that some of these effects 
may be substantial, and so I shall discuss them at some length. It is the 
effects on real income which one would most like to be able, but which are 
amongst the most difficult, to assess. It is quite possible that they may only 
be very small. Other effects which will be considered are those on flows of 
capital and on the balance of payments. 

The formation of the Common Market seems likely to have the following 
main direct! effects on trade between the Community and the rest of the 
world: 


1. The Community’s imports of all goods may rise in so far as the 
Common Market leads to an increase in the real income of its members. 


2. The Community’s imports of all goods may fall and its exports of all 
goods may rise in so far as the Common Market leads to a lowering of the 
money costs per unit of production of its members. 


3. ‘The Community’s imports and exports of manufactures may fall as 
demand is diverted from countries outside the Community to countries 
inside it whose products can now be imported duty-free. 


4. The Community’s net imports of food, beverages and tobacco may 
fall in so far as the various measures taken to organise trade and production 
of agricultural products tend to stimulate production within the Com- 
munity to a greater extent than they stimulate consumption. As imports 
of food, beverages and tobacco from the associated territories of the Com- 
munity in Africa and elsewhere are also likely to rise on account of the 
reduction in the tariffs on them, imports from the rest of the world are likely 
to fall on this account as well. 


5. The Community’s imports of most industrial raw materials and 
petroleum are unlikely to be much affected by trade diversion. For most of 
them demand is inelastic and external tariffs are low or zero. 


1 In what follows, the effects listed do not assume that the balance of payments of th 
Community with the rest of the world is somehow kept in equilibrium. tt Eaipark of the 
purpose of the analysis to show what sort of disequilibrium in the balance of payments is 
likely to arise, and what adjustments will be needed. 
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The above statements are certainly too sweeping and over-simplified. All 
manufactured goods, for instance, will not behave similarly. Some may 
behave like raw materials (for example refined copper, on which the external 
tariff is zero, but which is classed as a manufacture in the Standard Inter- 
national Trade Classification). Nevertheless, it is thought that they contain 
sufficient truth to make the following analysis of some use. 

There are some reasons for believing that the net effect of 1 and 2 on 
imports into the Community may be small in relation to the possible effects 
of 3 and 4, at least over the next 10 to 12 years, and so far as the effects on 
real income, 1, and costs, 2, of the increase in international specialization and 
division of labour resulting from the lowering of tariffs are concerned. The 
effects of changes in the degree of competition could be greater, and are 
discussed further below (p. 31). Some estimates have been made of the effects 
of changes in tariffs on trade and real income, and they suggest that, although 
trade may be substantially affected, real income is likely to be little changed. 
Thus J. Wemelsfelder has estimated that the reductions in Germany’s tariffs 
on imports of finished manufactures in 1956 and 1957, which rather more than 
halved the existing rate of tariff and probably reduced the price of imports of 
finished manufactures by 10 to 123 per cent, increased these imports by about 
100 per cent. Despite this large percentage increase, the effect on Germany’s 
real income may have been to increase it by something of the order of 0.2 per 
cent. The effect was small because the absolute increase in imports was 
small in relation to the national income.! T. Scitovsky, using P. J. Verdoorn’s 
estimates? of the effects of a Customs Union between the six countries in the 
European Economic Community, the three Scandinavian countries and the 
United Kingdom on their trade, calculates that the increased specialization of 
trade might increase their real income by less than 0.05 per cent.? The 
improvement in their terms of trade, resulting from the direct effects of the 
tariff changes together with exchange rate adjustments necessary to keep their 
balance of payments in equilibrium, might improve their real incomes by 
about 7 times as much,* but even this is very small. The changes in trade, as 
estimated by. Verdoorn, would be much greater than this. Thus, before the 
exchange rate changes necessary to regain equilibrium in the balance of 
payments, trade in the products included in the study® between the members 
of Verdoorn’s Customs Union would increase by 19 per cent, and imports 
from the rest of the world would fall by 6 per cent. After the exchange rate 
adjustments the corresponding percentages would be 14 per cent and 13 per 


1 J. Wemelsfelder, ‘ The Short-term Effect of the Lowering of Import Duties in Germany’, 
The Economic Journal, Vol. LXX, March 1960, pp. 94-104. , 

2P. J. Verdoorn; ‘Liberalization: The Expected Changes in the Pattern of Trade’, 
mimeographed paper, prepared as part of the preparatory work for the Economic and 
Social Conference, European Movement. sii 

8T. Scitovsky, ‘Economic Theory and Western European Integration’, London, 1958, 
p. 67. 

4 Tbid., p. 66. ; tee 

5 That is, roughly speaking, all products except raw materials and steel, which it was 
assumed would be little affected by the customs union. 
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cent. Exports to countries outside the union would be lowered by about 6 
per cent.? 

In fact, these may be under-estimates of the probable size of the changes 
in trade. This is apparently Verdoorn’s own view, and Scitovsky shares it.? 
Even if the changes were much larger, however, the effects on real income 
would still be small. That the changes in trade would probably be larger is 
suggested by Wemelsfelder’s study mentioned above, by the 50 per cent 
increase in Benelux trade that followed the establishment of a customs union 
between these countries,? by the 40 to 50 per cent fall in the volume of the 
United Kingdom’s imports of manufactures which followed the imposition 
of import duties and the devaluation of the pound in 1931~-32° and by the 
often very large increases in imports of food into the United Kingdom which 
followed the reduction and removal of import duties on them in the middle 
of the nineteenth century. There are doubtless other instances where large 
changes in the flows of trade, of the order of 50 per cent or even more, have 
followed the imposition or removal of tariffs. In the examples given above 
it is trade in manufactures and foodstuffs (including beverages and tobacco) 
which was principally affected, and it seems reasonable to suppose that it is 
these commodities which would also show the greatest changes as a result of 
the formation of the European Common Market. It seems best, therefore, to 
concentrate our attention on the possible changes in trade in manufactures 
and foodstuffs (items 3 and 4 in the list of effects of the Common Market on 
p- 2) and to ignore the effects via changes in real incomes, the general level of 
costs and diversion of trade in raw materials and petroleum (items 1, 2 and 5). 

Before continuing the analysis on these lines, there is an important 
reservation to the above conclusion which must be made. The effects on real 
income which were discussed above were the effects which arose from greater 
international specialisation and division of labour, the gains per unit of com- 
modity traded being measured by the difference between the costs of domes- 
tically produced and imported goods, and hence (initially) by the height of the 
tariff which was lowered or removed. The gains were a function of the height 
of the tariff and the increase in trade, and since the latter was always small in 
relation to the national income, even though large in relation to the existing 
trade flows, the gains were small in relation to the national income. That 
being so, it seemed reasonable to suppose that the effects on the general level 
of costs, and on the demand for raw mancrials, would also be small. But 
there is another way in which the formation of a Customs Union could affect 
real incomes and costs and that is by changing the degree of competition. 


5 bid, p. 65. * Ibid., p. 67. 
From 1931 to 1932 the volume of retained imports of manufactures (Classes I11 
IV and V, excluding I1ID, non-ferrous metals and manufactures, IIIA, coke and manu- 
factured fuel, IIIO, oils, fats and resins manufactured (including refined petroleum)) fell 
by 44 per cent. In the same period industrial production in the U.K., and probably also 
total sales of manufactures on the home market, barely changed. The average incidence 
of the tariffs imposed on imports of these manufactures was about 10 to 12 per cent. 


4See W. Schlote, ‘Briti EO 
ritish Overseas Trade from 1700 to the 1930’s’, Oxford, 1952, pp. 
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If, as a result of the greater freedom of trade, industry became more com- 
petitive, this might stimulate producers to lower costs and to produce more 
standardised articles by means of cheaper mass-production methods. It does 
not seem possible to say how important the effects of such changes on real 
incomes and costs would be, but in the long run they might be substantial. So 
far as imports into the Community are concerned, the effects would to some 
extent cancel out, since the higher real incomes would tend to increase them, 
whereas the lower money costs would tend to decrease them. Imports of raw 
materials, however, would almost certainly be increased, since production of 
many of these within the Community is small in relation to consumption. 
Exports would, in general, be stimulated by the lowering of costs. In what 
follows these possibilities are for the most part ignored, though the reader 
is reminded from time to time of their existence. 

Since it is trade in manufactures and foodstuffs which is likely to be 
affected substantially by the formation of the Common Market, it is interest- 
ing to see the relative importance of such trade in the total exports of the 
Commonwealth countries. Table I gives some figures for 1958. 


TABLE I 


Exports of manufactures and foodstuffs to the E.E.C. and the rest of the world as percentages 
of exports of all commodities to all areas in 1958 for certain Commonwealth countries 


Country To E.E.C. To rest of world 

(1) (2) 
Ghana ... = aoe Be os ot ae see 30 39 
British East Africa! ... ae 2a ofan sae ae ain 45 
United Kingdom ait sa or mes - sia 11 81 
Nigeria ... ac — 5 21 
Union of South Africa 5 2 
Hong Kong “oF 4 88 
India) jy. si ibs ot See 4 76 
Federation of Rhodesia and Nyasaland 2 2 
Malaya and Singapore ; ees 2 20 
Australia cg He 2 45 
Pakistan 1 2 
New Zealand ... aoe Bc 1 59 

Trinidad and Tobago aa ae bee ee a 1 ; a lT, 3 

1 Kenya, Uganda and Tanganyika. 2 Means ‘ not avaiable ’. 


Note.—For sources and methods see the Appendix. The percentages show, for example, 
that 30 per cent of Ghana’s total exports of all commodities to all areas consisted of exports 
of food and manufactures to E.E.C. countries. ‘ Food’ is S.I.T.C. _ Sections 0 and 1, 
‘food beverages and tobacco’, and ‘manufacturers’ is S.L.T.C. Sections 5, 6, 7, 8 and 
9. Exports of some commodities, classified as ‘ Manufactures ’ in the S.I.T.C., were excluded 
for some countries as follows: Ghana, gems; Canada, it ad and nickel; Union of South 
Africa, gems and copper; Federation of Rhodesia and Nyasaland, copper; Malaya and 


Singapore, tin. 

The countries in the Table are arranged in descending order of the 
importance of exports of food and manufactures to the Community in relation 
to their total export to all areas (Column (1)). They range from Ghana, 30 
per cent of whose total exports to all areas consist of food and manufactures 
sent to the Community, to Trinidad and Tobago for whom the corresponding 


1 See T. Scitovsky, op. cit., pp. 31, 32. On p. 76 Scitovsky concludes that the Common 
Market ‘ is likely to hse its beneficial influence more through its effects on the degree and 
nature of competition than through the greater intra-European specialization it renders 


possible ’. 
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proportion is a mere 1 per cent. The percentages in Column (1) are only a 
crude measure of the vulnerability of each country’s exports to the effects of 
the formation of the Common Market. Other relevant factors are the height of 
the common external tariff, the extent to which other measures (import quotas, 
levies, etc.) are used to protect producers within the Community, and the vari- 
ous elasticities of demand and supply. Nevertheless, the percentages are so 
small for the countries below India in the Table that it seems unlikely that any 
conceivable fall in exports to the Community would cause them serious harm. 

The countries whose exports might be seriously affected fall into two 
groups: those for whom one commodity is of very great importance (Ghana, 
British East Africa, Canada, Nigeria, and the Union of South Africa) and 
those whose interests are more widely spread. 

By far the greater part of Ghana’s and Nigeria’s exports of food to the 
Community consist of cocoa, for which the common external tariff is to be 
g per cent. The Associated Territories of the Community will escape this 
tariff and so there is likely to be a diversion of Ghana’s and Nigera’s exports 
away from the Community and towards other countries. In the short run, 
since consumption and production of cocoa within the Community and its 
Associated Territories are unlikely to be much affected, Ghana and Nigeria 
will not suffer appreciably. What they lose in exports to Germany, say, they 
will make up in exports to the U.S.A., for example. In the long run, however, 
there may be some increase in production in the Associated Territories or 
reduction in consumption in the Community as a result of the higher price, 
and to the extent that this occurs Ghana’s and Nigeria’s exports may be 
reduced, and the world price of cocoa may be forced down. 

About four-fifths of British East Africa’s exports to the Community of 
food and manufactures consist of coffee, and the position here is similar to 
that of cocoa, though with a higher external tariff of 16 per cent. 

Canada is not so dependent on the export of one commodity as the 
African countries just mentioned, but about a third of her exports of food and 
manufactures to the Community consist of wheat and other cereals, mostly 
wheat. These exports might be seriously reduced if the agricultural policies 
followed by the Community stimulated its output of wheat, even by only a 
small proportionate amount. About 60 per cent of Canada’s exports of food 
and manufactures to the Community are manufactures, worth some (U.S.) 
$180 millions in 1958. They consist mainly of machinery and transport 
equipment, which might fall appreciably. 

Nearly two-thirds of the Union of South Africa’s exports of food to the 
Community consist of maize, and the position here is similar to that of 
Canadian wheat. Most of the rest of her exports are fresh fruit and nuts, 
mostly oranges, and although there is a common tariff of 15 per cent to be 
surmounted, the seasonal difference should protect them to some extent. 


1 And also possibly as a result of increased investment in the Associated Territori 
ee , es 
out of the special fund available for that purpose, or on account of the freer movement o: 
capital brought about by the Common Market. : 
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The United Kingdom’s and Hong Kong’s exports to the Community are 
predominantly manufactures. For India, the ratio of food to manufactures is 
roughly 2:3. The United Kingdom is much more dependent on this market 
than Hong Kong and India, and could suffer an appreciable drop in her 
exports to it. Hong Kong and India might, indeed, benefit substantially from 
the removal of all import quotas on manufactures imported into the Com- 
munity, if they ever are removed in accordance with the provisions of the 
G.AST TT. 

In seeking to assess the impact of the Common Market on the trade of the 
Commonwealth one should not confine oneself to the latter’s exports to the 
former. Some countries may recoup at least some of their losses on exports 
to the Community by selling more to other countries. As we saw above, 
Ghana may export less cocoa to the Community, but more to other countries. 
These extra exports would be stimulated both by the greater supplies made 
available in the exporting countries, and by the greater demand in countries 
outside the Community, whose imports from the Community (or from the 
Associated Territories) would fall. Unless the Common Market led to an 
appreciable fall in manufacturing costs, the removal of internal tariffs would 
tend to reduce the supply of exports of manufactures to other countries and 
so the United Kingdom, Canada, Hong Kong and India might benefit on 
that account. For the United Kingdom there is also the possibility of replac- 
ing with her own exports those from the Community to the countries in the 
European Free Trade Area, since in these markets United Kingdom exports 
will escape paying duty, whereas the Community’s exports will continue to 
pay it. 

The exporters of foodstuffs would make similar compensating gains, but 
they might also lose in a way which would not afflict the manufacturing ex- 
porters. If the Community’s agricultural policies had a marked protective 
effect, and tended to stimulate production of food more than consumption, 
even by only a small proportional amount, this might appreciably reduce the 
price of food entering into international trade.1 It seems unlikely that the 
prices of manufactured goods will be depressed in the same way, partly 
because the common external tariff will almost certainly not be higher, and 
may well be substantially lower, than the average level of existing tariffs.” 
Unfortunately, there is less certainty about the effects of the Community’s 
agricultural policies, since these are not confined to the fixing of a common 
external tariff, but include variable import levies and quotas, as well as various 
measures designed to improve the efficiency of agricultural production.’ If 
the net effect of these measures was to reduce the price of foodstuffs entering 
into international trade the net exporters of foodstuffs (including beverages 


1 See ‘ Trends in International Trade’, a report by a panel of experts to the contracting 
parties to the G.A.T.T., Geneva, 1958, especially Chapter IV. 

2 Proposals have recently been made to cut the external common tariff by 20 per cent. 
Any such cuts would tend to reduce the falls in exports of manufactures to the Community, 
and at some point they would be turned into increases. See also below, pp. 42 to 44. 

8 It is doubtful whether the Community’s agricultural policies are going to be in accor- 
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and tobacco) in the Commonwealth, by far the majority of the members of it, 
would lose on that account. The United Kingdom, India, Ceylon,’ Malaya 
and Hong Kong would gain. 


How far does the above account of the effects of the formation of the 
Common Market on Commonwealth trade need modification to allow for 
probable future changes in the structure of that trade? I shall only consider 
two possibilities here: first, the Community’s imports may grow faster than 
other countries’ imports, so that the percentages shown in Column (1) of 
Table I may all increase; and, second, some Commonwealth countries may 
become more industrialized and the proportion of their exports consisting of 
manufactures may rise. 


The fact that the Community’s imports have, in recent years, risen much 
faster than those of other countries has been widely noticed. For some com- 
mentators this more rapid growth has constituted one of their chief reasons 
for deploring the failure, so far, of the United Kingdom to gain entry into the 
Common Market on the same terms as its members. Of course, even if the 
United Kingdom and the other members of the Commonwealth do not gain 
entry their exports should continue to share in the general growth of the 
market. There may be a fall, super-imposed upon this growth, due to the 
factors discussed in the preceding pages, but apart from that the growth 
should continue. Nevertheless, in assessing the importance of this fall, the 
existence of the growth is relevant. The more rapid is the growth the more 
damaging is any given percentage loss in our share of the market, for any such 
loss will have a greater effect in reducing the average rate of growth of all 
our exports.2 The importance of this consideration depends on how much 
faster the Community’s imports are likely to grow in the future than the im- 
ports of other countries, and on how far into the future one projects this faster 
rate of increase.* Some evidence relevant to the first point is given in Table IT. 


dance with the rules of the G.A.T.T. Any import quotas maintained other than for balance 
of payments (or certain other minor) purposes are forbidden. The external duties and other 
regulations of commerce of a customs union should be no higher nor more restrictive than 
the general incidence of duties and regulations prior to its formation. 

1 India was a net exporter of food, beverages and tobacco in 1958. However, if tea is 
excluded on the grounds that the Community’s consumption and production are small, 
so that the price of tea is unlikely to be much affected, India was then a substantial net 
importer. Ceylon’s position was similar. ‘ : 

* H. G. Johnson has suggested that the argument that Britain would lose in the absence 
of a Free Trade Area because it would be cut off from the world’s fastest-growing market 
is logically invalid. It is so, he claims, because the once-and-for-all reduction in our trade 
with the E.E.C. caused by the formation of their Customs Union would not stop our 
remaining exports from sharing in the growth of demand within the Community. If, 
however, the absence of a Free Trade Area reduces the proportion of our total exports 
which is subject to this rapid expansion of demand, then it seems that we would lose on 
this account. The argument is valid. See ‘The Economic Gains from Freer Trade with 
Europe’, The Three Banks Review, Sept., 1958. 

* If one were to look an indefinite distance into the future, then, no matter how small 
the margin between the rates of increase, so long as the Community’s imports grew faster, 
they must eventually swallow up the whole of world imports. Since the future is so uncertain 
it is unprofitable to project trends very far into it, and the calculations given below are for 
a period 20 years hence. 


BRITAIN, THE COMMONWEALTH AND EUROPE 35 


TABLE II 
Percentage changes in the E.E.C. countries’ and in the rest of the world’s imports in various 
periods 
Period E.E.C. Rest of World 

1886-90 to 1901-5... . ae ‘ani 7 ay 501 4 % ss 
1901-05 to 1913 =< Ase oe as ae ae 79 75 

1913 to 1928 Bae sa4 ooh Sos te na 30 84 

1928 to 1938 rn sit Bis ae es w. =—34 —32 

1938 to 1953-55... eas es se ag Sl ae? 284 
1953-55 to 1956-58... Ans a ea $2 eek 38 22 
1886-90 to 1956-58... se » 892 1,457 


1 Excluding Belgium. 

Note.—For sources and methods see the Appendix. Imports are measured in terms of 
current values expressed in U.S. dollars. 

For the twenty-five years prior to 1913, the Community’s imports grew at 
about the same rate as those of the rest of the world. Thereafter, until we get 
to the post-war period, they grew much more slowly, no doubt largely 
because of the two world wars. It is only in the last few years that the more 
rapid growth of the Community’s imports has occurred. This more rapid 
growth may have owed something to the reduction of quantitative restrictions 
on imports, and, as most of these have now gone, it may not persist. It is 
therefore doubtful, to say the least of it, if one can confidently rely on a 
continuation of the recent more rapid rate of growth. 

Nevertheless, as it is interesting to see the implications of assuming that it 
does continue, ‘I have calculated what some of the percentages in the first 
column of Table I would be on certain very rough and ready assumptions. 
These are that (in the absence of a Common Market) each Commonwealth 
country’s exports of food and manufactures to the Community grow at the 
same rate per annum as the Community’s total imports from 1953-55 to 
1956-58, that exports of food and manufactures to the rest of the world grow 
as fast as the rest of the world’s total imports over the same period, and that 
all other exports (raw materials and fuels) grow as fast as world imports over 
that period. The effect of these assumptions is that in twenty years’ time the 
percentages in column (1) of Table I would be approximately doubled, so 
that, for example, the United Kingdom’s exports of food and manufactures 
to the Community would then represent 22 per cent instead of 11 per cent of 
her total exports of all products to all areas, Canada’s percentage would rise 
from 7 to 14 per cent, India’s from 4 to 8 per cent, and Australia’s from 2 to 
4 per cent. This suggests that the direct effect on exports to the Community 
of the formation of the Common Market might be substantially more than 
was suggested above, but the effects on the exports of countries below 
India in the Table would still be small. 

The other modification of the present pattern of trade which the future 
may bring, and which I want to consider very briefly, is that resulting from 
the growing industrialization of Commonwealth countries. This may make 
some countries become smaller and smaller met importers of manufactures, 
or larger and larger net exporters of them,’ and smaller and smaller net 


1 This is not to say that the absolute level of such countries’ imports of manufactures 
will fall. The contrary is more prubable, é 
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exporters of foodstuffs, or larger and larger net importers of them. The 
impact of the Common Market on the trade of such countries will tend to 
approximate to the impact on the United Kingdom. They will tend to suffer 
less from protectionist agricultural policies in the Community and they may 
even gain from them. Their interests will be centred increasingly on the 
height of the common external tariff on manufactures. 

This is all I have to say on the impact of the Common Market on the trade 
of the Commonwealth. To conclude this section I will make a few comments 
on the effects on the balance of payments and capital movements. 

It seems quite likely that the formation of the Common Market will tend 
to improve its members’ balance of payments with the outside world. Of the 
five effects listed on p. 2, numbers 2 and 4 tend to improve it and number 1 
to worsen it. The net effect of 3 is uncertain and 5 small. In other words, 
any reduction in costs, and any reduction in net imports of food due to 
agricultural protection, will tend to improve the current balance of payments. 
A rise in real income, however, by increasing the demand for imports will 
tend to worsen it. As a result of trade diversion, both imports and exports of 
manufactures will tend to fall, so the net effect of this might be small, but I 
should be inclined to suppose that imports will fall more than exports. All 
these are changes in the quantities traded brought about by the formation 
of the Common Market, and my own guess is that they will, taken by them- 
selves, tend to improve the current balance of payments. Besides these, there 
will also probably be an improvement in the Community’s terms of trade, so 
that an improvement in the current balance is even more likely. Furthermore, 
if there is a reduction in the net outflow of long-term capital from the 
Community (including the Associated Territories within the Community in 
this context), as seems quite likely,? the balance of payments in a wider sense 
will improve still more. 

Whether this improvement in the balance of payments, if it occurs, will 
benefit or harm the Commonwealth depends very largely on what its balance 
of payments situation would have been in the absence of a Common Market. 
A weak balance of payments made worse could lead to deflationary policies 
which might reduce incomes and employment by substantial amounts. On 
the other hand, a strong balance of payments made less strong might be 
beneficial if it also implied that the Community’s balance of payments, which 
would otherwise have been weak, was now satisfactory. For this might 
prevent deflationary policies being pursued by the Community, and such 


1T. Scitovsky, op. cit., p. 65, says that P. J. Verdoorn’s estimates (referred to in foot- 
note (2), p. 29 above), imply an improvement in the current balance of payments of his 
assumed customs union. 

* This is not to say that there will in fact be a reduction in the flow of capital, but only 
that the effect of the formation of the Common Market will probably be to make the net 
outflow smaller than it would otherwise have been. There are several reasons for supposing 
this to be so. It has been said that American investors are already taking a keener interest 
in the Community. The greater freedom for capital movements within the Community 
may make it a more attractive place to invest. Germany may invest more in the Associated 
Territories at the expense of other underdeveloped regions. 
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policies could have undesirable repercussions on Commonwealth incomes 
and employment. As matters are at present, the first of these possibilities 
seems the more likely, but one cannot tell what the future may bring. 

Particular Commonwealth countries may, of course, be affected differently 
from others. India is reported to be concerned at the possible loss of capital 
to her which may result from the operation of the Community’s Develop- 
ment Fund. There may be increased investment, especially by Germany, in 
the Associated Territories at her expense.1 

To conclude, the formation of the Common Market will affect the 
Commonwealth in a variety of ways. The above analysis has tended to 
emphasise the damaging effects it might have. One cannot be certain about 
these, but that they might occur seems undeniable. The principal ones are 
the loss of exports to the Community only partially compensated by gains 
elsewhere, the fall in world food prices which might result from a protective 
agricultural policy within the Community (though this would benefit some 
members of the Commonwealth, and probably more as time goes on), and 
the worsening in the Commonwealth’s balance of payments which might lead 
to deflationary measures being taken to deal with it. There are other possi- 
bilities, but there are also possible benefits. If the efficiency and real income 
of the Members of the Community were to be substantially increased, the 
Commonwealth’s exports to it might rise, and imports from the Community 
might become cheaper and of better quality. Higher real incomes in the 
Community might mean more, and not less, savings available for investment 
in other countries, including the Commonwealth. Except for the effects on 
deflationary policies via the balance of payments, it does not seem to me 
very likely that these effects, whether good or bad, are likely to affect the level 
of real incomes in the Commonwealth as a whole by substantial amounts. 
Flows of trade may be changed by large amounts, so that particular groups of 
producers or consumers may gain or lose appreciably. But the effect on the 
general level of incomes will probably be small. 


The United Kingdom as a full member of the Community 


So far I have discussed the economic effects of the formation of the 
Common Market in terms of the difference it will make to the existing situa- 
tion. This comparison, some might say, does not do justice to the case for the 
United Kingdom joining the Common Market. It may be true that, by 
staying out, we will suffer only a small loss of real income as compared with 
the existing situation; but if we were to join we might make an appreciable 
gain. Hence the economic penalty for not joining may be large. Furthermore, 
there may be a political penalty as well. My own view is that there is not a 
strong economic argument for joining the Community. I am less qualified 
to discuss the political argument, but this too seems weak. It must be 
remembered that the proposition is that the United Kingdom should join 
the Community on substantially the same terms as its existing members, 

' See the supplement to ‘ Western World’, op, cit., pp. 19-21, 
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Later on I consider the proposition that we should join on special terms, for 
which a stronger case can be made from the United Kingdom’s point of view. 
But it is worth taking the first proposition, that we should join as a full 
member, since we might be accepted on those terms by the other members! 
but not on any other. 

As has already been suggested,? the chief economic gains to the members 
of the Community may arise from the higher degree of competition which the 
freeing of trade promotes rather than from the readjustment of trade patterns 
or change in the terms of trade. If this is true, there is no necessity for the 
United Kingdom to join the Community in order to secure these gains. They 
could also be secured by more intensive measures to stimulate competition 
within this country (by legislation dealing with restrictive practices, for 
example) and, if it is thought worthwhile, and if the balance of payments 
can be kept in equilibrium fairly painlessly, by reducing tariffs on our own 
imports. It would naturally be even better if we could couple such tariff 
reductions with tariff reductions made by foreign countries on our exports 
to them. But we can negotiate these without joining the Community, for 
example through the G.A.T.T. An approach on these lines is considered 
below (p. 42). Ifthe gains from increased competition are really substantial, 
however, and if free entry for imports really does lead to increased com- 
petition, it should be worth making unilateral tariff reductions if need be. 
The main objection to them is not their effect on the terms of trade, which 
would probably be small, but their effect on the balance of payments, which 
would probably be large. If we clung to our fixed foreign exchange rate, we 
might be forced to pursue damaging deflationary policies. My own view is 
that we could avoid these by varying our exchange rate,® but this might not in 
fact be done. 

There are various reasons why it would be undesirable for us to join the 
Community, and desirable to look for alternative means of securing its 
economic benefits such as those just mentioned. One of the principal 
objections to joining is the likely effect on our imports of food and on food 
prices in this country. The members of the Community at present pursue 
policies which keep the consumer prices of many staple foodstuffs above 
world market levels, and their intention seems to be to continue to do so.‘ In 


1 Even this is doubtful. The acceptance of a new member necessitates ratification of 
the Treaty by the existing members all over again, and their governments might be reluctant 
to face this ordeal. France might be suspicious of the United Kingdom’s intentions, and 
fear obstruction in the development of the Common Market. French businessmen may 
not want to face any more competition than they have taken on already. 

2 See p. 29, 

* See my ‘ What should be done about the Sterling Area? ', in this BuLLETINn, Vol. 21, 
No. 4, November 1959, pp. 244~251. 

4 ‘Furthermore, account should be taken of the fact that the conditions of production 
and ,characteristics of farms in the Community differ from those in the extra-European 
countries which are large-scale agricultural exporters. In addition, the prices of agricultural 
products on the market are still frequently distorted by artificial measures. This is why, 
generally speaking, these prices cannot be at the same level within the Community as that 
at present obtaining in the world market, but must be stabilised at a higher level.’ From 
the proposals for a common agricultural policy in the E.E.C. made by the Commission of 
the E.E.C. as translated by Political and Economic Planning, Occasional Paper No, 5 
February Ist, 1960, p. 7. ; : 
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this country consumer (although not producer) prices are substantially the 
same as world market prices. Our system of deficiency payments to farmers, 
which enables them to receive higher than world market prices, is not 
regarded as practical on the Continent, since farming is much larger there in 
relation to the whole economy, and the size of the necessary deficiency 
payments would make it difficult to raise the money by taxation. A rise in 
food prices in this country would therefore be one effect of our joining the 
Community, and this would be objectionable both on social grounds and 
because of its effects on cost inflation. 

Nor is this all. At present imports of most foodstuffs from the Common- 
wealth into this country are duty-free. Were we to join the Community we 
would have to impose duties on these imports and, in some cases, import 
quotas as well. Commonwealth producers would lose both because of the 
diversion of our imports from them towards the other members of the 
Community and their Associated Territories, and because the higher prices 
of food would reduce our total consumption of food. For many Common- 
wealth producers the United Kingdom is an important, often the most 
important, market for their food exports (see col. (1) of Table III). 

Objections similar in kind, but much smaller in importance, arise on 
account of the effects of our joining the Community on our imports of raw 
materials. It has been stated that 70 per cent of our raw material imports 
which now enter duty-free will also enter the Community duty-free! On 
much of the remainder the Community’s tariffs will be low. But there are 
some products, such as aluminium and wood pulp, on which we should have 
to put a tariff (10 per cent and 6 per cent)? if they were imported from outside 
the Community, which would be undesirable both from the point of view of 
our own costs of production and from the point of view of Commonwealth 
producers (Canada in both these cases). 

As far as our imports of manufactures are concerned, we need not fear 
any marked rise in prices in this country. Indeed the opposite might occur. 
But some Commonwealth producers would again suffer, notably Hong Kong, 
India and Canada (see col. (2) of Table III). As these and other Common- 
wealth countries became more industrialised, the disadvantages here would 
weigh more heavily. 

Our exports to the other members of the Community would, of course, 
benefit from the removal of tariffs and other restrictions, but our exports to 
the Commonwealth would be adversely affected for two reasons. First, they 
could afford to buy less from us if their total exports fell, as they probably 
would on account of the restrictions imposed by us on their food exports to us. 
Second, they might reply to this reversal of Imperial Preference by increasing 
their tariffs on our exports to them. Some commentators have tended to 
belittle the importance of existing preferences. It has been pointed out that 


i 2 ion? ’ ing 1960, p. 12 
1 See P. Jenkin, ‘ Integration or Isolation? ’ Crossbow, Vol. 3, No. 11, Spring u 0, pe 12; 
emicg ae study made on behalf of the Federal Trust for Education and Kescareh, 
»P. Jenkin, for, cit. 
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} les’ ith hich 
Percentage of certain Commonwealth countries’ exports of all commodities to all areas w 
ieee of food and manufactures going to the United Kingdom and the E.E.C, in 1958. 


Exports to U.K. Exports to E.E.C, 

ats B ood = M rs. Food Mfrs. 
(1) (2) (3) (4) 
New Zealand 42 — 1 — 
India... a8 ae ob sce Rae a8 19 6 1 2 
Federation of Rhodesia and Nyasaland ... Po 17 2 2 1 
Australia deo abe as not nae aie 17 3 i £ 
Union of South Africa Nee se ap sae (15) (2) i) — 
Nigeria ... Ree a6¢ aid cao 253 566 14 2 B, aan 
British East Africa... ans ais is wisi 14 5 10 1 
Ghana ... nes ae vas Fé: ee gee 13 (—) 30 —_— 
Trinidad oe eee Ree oe Bats sie 9 — 1 — 
Canada ... ae ase ss ee seis ACE 6 5 2 4 
Pakistan oe cera Abe “ct Ae as 2 2 oo 1 
Malaya and Singapore Bp sot ae a0 1 1 2 — 
Hong Kong __.... — 12 — 4 


Note.—For sources and methods see the Appendix. The figures in brackets are parti- 
cularly uncertain. 
they only affect a quarter or so of our exports, that their importance has been 
declining and is likely to continue to decline. It seems to me, however, that 
the benefit we derive from Imperial Preference is of the same order of magni- 
tude as that which we would gain from the removal of tariffs on our exports 
to the Community.! It may be true that our preference margins are likely 
to be reduced in the future, and agreements we have concluded with Australia 
and New Zealand have indeed expressly provided for this. But we should not 
delude ourselves that the effects on our exports will be negligible. Any step 
which hastens the process, as would a proposal to join the Community as a 
full member, is undesirable on that account. If we are going to lose the 
preferences it would seem better to attempt to extract the most we and the 
rest of the Commonwealth can in the way of reciprocal tariff cuts by all other 
countries, and not only by those in the Community. 

So far I have considered the effects of our joining the Community on our 
trade and that of the Commonwealth. There are sufficient disadvantages here 
alone to give us pause. But there are further difficulties which I can only 
mention briefly. Our trading partners in the European Free Trade Area 
would suffer if, as seems likely, they did not join the Community with us. 
It is, indeed, difficult to see how we could reconcile such a step with our 
undertakings to them. Our political relations with them would thus be 


7 It has been estimated that in 1948 about half our exports to the Commonwealth 
(plus the Republic of Ireland) enjoyed a preference margin, and that on these goods the 
preference margin was 14 per cent. By 1953 this average margin may have fallen to about 
12 per cent (see Sir Donald MacDougall and R. Hutt, ‘ Imperial Preference: A Quantititative 
Analysis o The Economic Journal, Vol. LXIV, 1954, pp. 237 and 256). In 1958, 49 per cent 
of the United Kingdom’s total exports went to the Commonwealth (plus the Republic of 
Ireland) and only 13 per cent to the Community. I have no estimate of the average level 
of tariffs on our exports to the Community, but it is probably of the order of 15 to 25 per cent. 
Hence one may compare the Imperial Preference margin of about 12 per cent, or perhaps 
rather less, on about 25 per cent of our total exports, with tariffs of 15 to 25 per cent on 
13 per cent of our total exports, and these seem to be of about equal importance. On 
the other hand, if our exports to the Community continue to grow faster than our exports 
to the Commonwealth, the relative importance of Imperial Preference will certainly dwindle, 
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strained. Our relations with the Commonwealth might also suffer, both 
because of the reversal of Imperial Preference and because the flow of invest- 
ment from us to them might be reduced. Although our balance of payments 
might be improved, it would be largely at their expense. Finally, there are 
the various provisions in the Treaty of Rome which affect what most people 
in this country would probably regard as matters for internal policy, and 
which we should be reluctant to accept.1 There seems to be a fairly substan- 
tial body of opinion within the Community which regards the Treaty of 
Rome as a stepping-stone to federation. I doubt whether those in favour of 
federation with the Community in this country are nearly as numerous, or 
command much support. 


The Palmerston Proposals 


The proposals made at the Palmerston conference in 1959, summarised 
on p. 28 above, meet some of the objections raised in the preceding section. 
In particular, it was proposed that United Kingdom imports of food from the 
Commonwealth should continue to enter duty-free. The members of the 
Community would presumably want to restrict their imports of food from 
the United Kingdom, since otherwise their policies for supporting food 
prices at higher than world market levels might be undermined by a flood 
of cheap imports coming in from the Commonwealth via the United King- 
dom. This should be practicable; even if all exports of foodstuffs and tobacco 
from the United Kingdom to the Community were prohibited, we would lose 
only about 1 per cent of our exports, and less drastic measures might suffice. 
The problem is much easier to solve than that which arose over industrial 
raw materials and semi-manufactures in the course of the Free Trade nego- 
tiations. What is more uncertain is the attitude which the members of the 
Community would take to our agricultural support policies, and how far 
they would expect to increase their exports of food to us. 

The proposal was also made that the other Commonwealth countries 
should negotiate freer entry for their exports to the Community in exchange 
for the elimination of Imperial Preference. An advantage which might be 
secured by negotiating en bloc is that it would help some members of the 
Commonwealth (e.g. Ghana) whose individual bargaining position is weak, 
whether because they are small, or because they already give no substantial 
preferences to United Kingdom exports. If the outer members of the 
Commonwealth were to negotiate individually, probably only Australia, 
Canada, New Zealand and the Federation of Rhodesia and Nyasaland could 
hope to secure much advantage. This proposal might accord with the Report 
by a panel of experts to the G.A.T.T. Contracting Parties, which recom- 
mended ‘that there should be some gradual moderation of the degree of 
agricultural protection in exporting and importing countries ’.? On the other 


1 For example, the provisions for equal pay for equal work by men and women, and the 
potentially very wide provisions for the ‘approximation of laws’ in Article 101 of the 


Treaty. 
2 Op cit., p. 102, para. 282, 
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hand, it is doubtful whether the members of the Community would regard 
it as an inducement to them to let the United Kingdom join. They might 
regard the benefit to their exports to the rest of the Commonwealth as merely 
the quid pro quo for the freer entry of imports from there. The United King- 
dom’s proposal to join would thus have to be considered on its own merits. 

There are many questions about the second proposal which need to be 
answered. Should the Commonwealth lower their tariffs on imports only 
from the Community or on a most-favoured-nation basis? The first would 
mean the creation of new preferences, and so would require a waiver in the 
G.A.T.T. It might be resisted by the United States. On the other hand, if 
tariffs are to be reduced all round, it would seem desirable to seek reciprocal 
concessions all round—from the United States, for example. The exact 
nature of the concessions which the Commonwealth countries should request 
for their exports to the Community also has to be determined. It may be 
difficult to reconcile them either with the provisions for non-discrimination 
in the G.A.T.T. or with the Commission for the Common Market’s proposals 
for agricultural policy. 

Several of the objections which apply to the United Kingdom’s becoming 
a full member of the Community also apply to the Palmerston proposals. 
There are the objections to imposing tariffs on our imports of certain raw 
materials and most manufactures from the Commonwealth. There is the 
question of our obligations to the other members of the European Free Trade 
Area. Finally, there are difficulties over internal economic and social policies 
and the possible evolution of a European Federation. It is by no means 
evident that these disadvantages, plus the concessions on our imports from 
the Community, would be outweighed by the gains on our exports to the 
Community. At all events, the balance of advantage seems sufficiently 
doubtful to make one want to consider alternatives. 


World-wide tariff reductions 

A large part of the United Kingdom’s objective in the Free Trade Area 
negotiations could be secured if the Community was prepared to cut its 
external tariffs on manufactured goods substantially in return for similar cuts 
by other countries. It would in this way be possible to increase trade between 
this country and Europe, and to avoid substantial discrimination against our 
goods in the Common Market. In so far as the substantial gains in productive 
efficiency which flow from the creation of a Common Market are the result of 
the keener competition produced by freeingtrade, they should also be realised, 
as should the possibly smaller gains from greater international specialisation 
and division of labour. The other members of the Commonwealth would 
also benefit. The elimination of Imperial Preference might be offered in 
return for reduced agricultural protectionism by the industrialised countries, 
including the United States as well as the Community. 

Many of the objections to the previous proposals would be avoided. We 
should not have to impose tariffs on Commonwealth goods which enter 
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duty-free at present. We should not have to go back on our undertakings to 
the other members of the European Free Trade Area. We should have a 
freer hand in shaping our internal economic and social policies, and would 
not be placed in such a way as to obstruct or be in danger of ourselves being 
involved in the formation of a European Federation. 

This approach has its own difficulties, however. Countries in Western 
Europe may be reluctant to make reductions in their tariffs world-wide since 
they fear a flood of cheap imports from Hong Kong, India, Japan and other 
low-wage manufacturing countries. Intra-European tariff reductions on 
manufactured goods may be practical politics, but not world-wide reductions. 
The proposals put forward by A. C. L. Day! might meet this objection to 
some extent. He suggests that the North Atlantic countries (Western Europe, 
Canada and the United States) should agree on world-wide reductions on 
advanced manufactured goods which are principally manufactured in that 
area. This would be consistent with the non-discrimination provisions of the 
G.A.T.T., and would meet with less resistance from protectionist lobbies. 
If a list of such goods could be devised, this proposal might well be to the 
advantage of the United Kingdom and Canada, though it would be of little 
benefit to other Commonwealth countries. 

Another brake on world-wide tariff reductions may be the attitude of 
France, and possibly other members of the Community, who may feel that 
they cannot tolerate free trade, or even much freer trade than at present, 
unless it is coupled with at least that degree of integration between the econo- 
mic policies of the countries concerned that is provided in the Treaty of 
Rome. Unless they have some say in the nature of the competition to which 
their industries are to be exposed, they will not be willing to forgo all recourse 
to tariffs. The United States might also find it politically difficult to make 
further substantial cuts in her tariffs. 

It may be possible to overcome some of these difficulties by means of a 
complaints procedure, for example, which would enable countries whose 
industries were suffering particularly severely from foreign competition to 
obtain some relief, either by action on the part of the foreign competitor 
or by defensive measures themselves which would not invoke retaliation. 
Experience has shown that exporting countries (e.g. Japan) are keenly aware 
of the danger to their own exports in the long-run of too rapid expansion in 
the short run and they are often willing to take appropriate action. 

But it must be said that a readjustment of trade patterns in the long-run 
is one of the objectives of freeing trade. Perhaps the best way in which the 
richer industrialised countries could help the poorer countries in Asia would 
be by opening their markets for manufactured goods, and by encouraging 
similar moves on the part of Australia, New Zealand and South Africa. The 
food exporters of the Commonwealth would also be helped by this move, 
since the rise in the exports and incomes of Hong Kong, India, Japan,Singa- 
pore and others would lead to a rise in their demand for imports of food and 


! See ‘ New Paths to Free Trade’, The Observer, Dec, Oth, 1959, . 
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also of raw materials which these countries supply. In addition, the Com- 
monwealth food exporters would be able to buy their manufactures more 
cheaply. The United Kingdom would probably lose, since her exports would 
be exposed to more severe competition, her imports of manufactures would 
tend to increase, and her terms of trade would be worsened. Her main 
economic gain would be the reduced need for aid, but there might be import- 
ant political advantages in a more prosperous and expanding Commonwealth. 

If attempts on these lines fail,! there seems to be a case for revising the 
G.A.T.T. so as to allow countries to make mutual tariff concessions with a 
‘ pluralistic clause’. This would allow any other countries to benefit from 
these concessions provided they made concessions of approximately equal 
value, but unless they did so the benefits would not be extended to them. 
In this way countries with a strong desire to reduce tariffs would be less 
hampered by the laggards, and the latter would be given a sharper incentive 
to make concessions than under present arrangements. This proposal also 
has its difficulties—not the least being the complexity of tariff schedules to 
which it might lead. But it seems worth considering. The speed with which 
a programme of tariff reductions was negotiated among the Seven shows 
what can be done if the political will is there. . 


Summary 


The main direct effect of the formation of the Common Market on the Com- 
monwealth is likely to be on its trade. Particular flows of trade may be changed 
by large proportionate amounts, especially trade in food, beverages, tobacco 
and manufactures. Trade in raw materials and petroleum should not be much 
changed. Some countries whose exports of foodstuffs are particularly vulner- 
able to the agricultural policies pursued within the Community are Ghana, 
British East Africa, Canada, Nigeria and the Union of South Africa. The 
United Kingdom’s exports of manufactures are also vulnerable as, to a less 
important extent, are those of Canada, India and Hong Kong. There are 
many other Commonwealth countries whose exports of food and manu- 
factures to the Community are so small that the effects on their trade will 
probably be negligible. ‘To some extent losses of exports to the Community 
will be compensated by gains elsewhere, but the net exporters of food may 
lose (and the net importers gain) if world food prices are forced downwards 
by the Community’s agricultural policy. 

If the Community’s imports were to continue to grow as fast in relation 
to world trade as in recent years, the proportion of Commonwealth countries’ 
total exports which consisted of food and manufactures going to the Com- 
munity might double in twenty years. Past experience suggests, however, 


1 Neither the outcome of the Free Trade Area negotiations in which complaints pro- 
cedures were advocated but often rejected as inadequate by the members of the Community, 
nor the reported response of the Community to the E.F.T.A.’s recent proposals for an all- 
round tariff cut of 20 per cent in July, are particularly encouraging. On the other hand, 


the Common Market Commission has also proposed that the eventual external tariff of the 
Community should be cut by 20 per cent, 
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that the recent rapid growth in the Community’s imports is exceptional, and 
it may not persist. Another likely change in the future is the growing indus- 
trialisation of some Commonwealth countries, which will make the Com- 
munity’s external tariff on manufactures of growing importance for their 
exports, and may also make them lose less and gain more from agricultural 
protectionism on the part of the Community. 

The formation of the Common Market is likely to improve its members’ 
balance of payments with the outside world, and may reduce the outflow of 
capital from them. Depending on the initial state of the balance of payments 
upon which this improvement is superimposed, the effect could be beneficial 
or adverse. 

While adverse effects on the Commonwealth’s balance of payments 
might, in some circumstances, lead to deflationary policies which could 
seriously reduce incomes, the other effects of the formation of the Common 
Market on the average real income of the Commonwealth should be small, 
despite the possibly large effects on trade. 

There seems little to be said in favour of, and much to be said against, the 
United Kingdom joining the Community on the same terms as its present 
members. Any substantial gains in productive efficiency which they are 
likely to obtain from freeing their mutual trade are more likely to be due to 
the keener competition which this produces than to greater international 
division of labour or improvement in their terms of trade. The United King- 
dom could make similar gains by stronger policies against restrictive practices 
and by tariff reductions made outside the Community. A serious objection 
to the United Kingdom joining the Community is that this would mean 
putting tariffs and other restrictions on imports of food which would raise 
food prices and harm the exports of other members of the Commonwealth. 
Less importantly, their exports of some raw materials and manufactures 
to us would also suffer. This would hasten the end of Imperial Preference, 
and the adverse effects on our exports to the Commonwealth would be of the 
same order of magnitude as the benefits we should get by free entry into the 
Common Market. In addition, we should probably have to go back on our 
undertakings to the other members of the European Free Trade Area. The 
Community is regarded by an important section of opinion within it as a 
stepping stone to European Federation, but we would probably want to 
oppose such a development. 

The proposals made at the Palmerston Conference remove some of these 
objections. It should be possible for imports of food from the Common- 
wealth to continue to enter the United Kingdom duty-free. The abandon- 
ment of Imperial Preference might be traded for freer entry by the rest of the 
Commonwealth into the Common Market. But the other objections remain. 

If the Community could be persuaded to reduce its external tariffs on a 
world-wide basis in exchange for tariff reductions by other countries, includ- 
ing the abandonment of Imperial Preference, the main part of the United 
Kingdom’s objective in the original Free Trade Area negotiations would be 
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secured, and the primary producers of the Commonwealth would also benefit. 
Since the tariff cuts would be more widely spread, including the United 
States for example, the potential gains would be larger than under the other 
proposals just considered. This proposal would not conflict with our obliga- 
tions to the European Free Trade Area and would not involve us in a European 
Federation. But the members of the Community may be reluctant to cut 
their external tariffs, either through fear of low-cost competition from Asia, 
or because they would not have the safeguards provided by the Treaty of 
Rome. Most of the Commonwealth would probably benefit from such tariff 
cuts, though the United Kingdom might not, except politically. The present 
non-discriminatory provisions of the G.A.T.T. tend to slow down the pace 
of tariff reductions within its framework. The pace might be speeded up if 
countries were permitted to make mutual tariff cuts which were only passed 
on to others if they were willing to make concessions of equal value. 


APPENDIX ON STATISTICAL SOURCES AND METHODS 


Tables I and III. The data for these tables came chiefly from Commodity 
Trade Statistics, January-December, 1958, United Nations Statistical papers 
Series D, Vol. VIII, No. 4. This gives a commodity and area analysis of the 
exports of Canada, Trinidad and Tobago, the United Kingdom, Malaya and 
Singapore, Australia, New Zealand, Ghana, British East Africa and Nigeria. 
The estimates in the tables for the Union of South Africa, Hong Kong, India, 
the Federation of Rhodesia and Nyasaland and Pakistan were partly derived 
from the same source by taking the imports from these countries of the 
members of the Community and the United Kingdom. These were expressed 
as percentages of the total imports of all commodities of the Community 
and the United Kingdom from these countries, and finally as percentages of 
their total exports of all commodities to all areas. For the last step it was 
necessary to have figures of the total exports of all commodities of these 
countries to the world, the Community and the United Kingdom. These 
were obtained from Direction of International Trade, Annual Issue, 1938, 
1948 and 1955-58, United Nations Statistical Papers Series T, Vol. X, No. 
8. For a description of the commodities included in ‘ foodstuffs ’ and ‘ manu- 
factures ’ see the note to Table I, p. 5. The estimates for the Union of South 
Africa’s exports to the United Kingdom in Table III, p. 14, are particularly 
uncertain since United Kingdom import statistics exclude diamonds which 
are included in the Union’s export statistics. Ghana’s exports of manufac- 
tures, excluding gems, to the United Kingdom are also uncertain, since the 


source quoted above does not analyse Ghana’s exports of gems by country 
of destination. 


Table II. The estimates in Table II were obtained by linking together 
estimates of the current value of total imports of the members of the European 
Economic Community and of the rest of the world obtained from the sources 
described below. In each case the ‘ world ’ is defined as in the source quoted, 
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and the estimates for imports of the ‘ rest of the world’ were obtained by 


substracting from ‘ world’ imports those of the members of the E.E.C., also 
defined territorially as in the sources quoted. 


Period Source 


1950, 1953-58 International Financial Statistics, International 
Monetary Fund, February, 1960. 

1913, 1928, 1938, 1950 Ingvar Svennilson, Growth and Stagnation in the 
European Economy, United Nations Economic 
Commission for Europe, Geneva, 1954, pp. 173 
and 300. 

1886-90, 1901-05, 1913 Industrialisation and Foreign Trade, League of 
Nations, 1945, Annex. B. 


RE-ESTIMATION OF THE ECONOMETRIC MODEL 
OF THE U.K. AND FORECASTS FOR 1061 


By L. R. Kern, A. HazLEwoop and P. VANDOME 


The system of equations published in early 1959 was a first attempt at 
large scale estimation of an econometric model of the U.K.! As we indicated 
then, a detailed explanation of the system, covering its development and 
logical structure, was being written. That volume is now being printed.? 
Meanwhile, research work on the model has continued, and a second attempt 
has been made to apply it to problems of forecasting. For this purpose the 
equations have been re-estimated, and the major changes in them are discussed 
below. There has been no attempt substantially to modify the form of the 
equations ; the changes in the estimates are the result mainly of the extension 
of the sample period to include eight additional quarters. 

In the two years since that first application and brief discussion of the 
model the data have been revised and extended through 1958. The whole 
system of equations was re-estimated for the quarterly periods 1948-58. The 
basic series have also been extended through 1959 and early 1960 in order to 
use the model in forecasting. 

We use a simplified version of the earlier notation. The newly estimated 
system of equations together with the list of variables follows. 


THE QUARTERLY MODEL 


Variables 

2 Index of industrial production. 

P; Index of production of food, drink and tobacco manufactures. 

ja Index of production of metals, engineering and vehicles, and 
building and contracting industries. 

iA Index of other industrial production. 

C; Consumption of food, drink and tobacco at constant prices. 

Cz Consumption of durable goods at constant prices. 

es Consumption of other goods at constant prices. 

C, Consumption of services at constant prices. 

p Price index of total consumption. 

Dy Price index of food, drink and tobacco. 

Pa Price index of consumer durable goods. 

Po Price index of other consumer goods. 

Ds Price index of services. 

Pr Price index of fixed assets. 


1 BULLETIN, Vol. 21, February 1959, pp. 3-16. A paper describing the model was read 
to the British Association for the Advancement of Science at its Cardiff meeting in Sept- 
ember 1960, and has been published in The Bankers’ Magazine, October 1960. ; 

21. R. Klein & others, An Econometric Model of the United Kingdom, (Oxford: Basil 
Blackwell), to be published. 
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Total civilian labour force. 

Total in civil employment. 

Total in industrial employment. 

Total in civilian government employment. 

Total in other civil employment. 

Total unemployment. 

Hours worked per week. 

Index of weekly wage rates. 

Average weekly wage earnings. 

Wage and salary income in current prices. 

Index of gross company profits. 

Tax rate on income from employment. 

Tax rate on non-employment income. 

Tax rate on company profits. 

Rate of net indirect taxation. 

Subsidies on agriculture and food. 

Real capital formation by public authorities. 

Real expenditure on current goods and services by public 
authorities. 

Quarterly average holdings of liquid assets. 

Index of yield of debentures. 

Bank rate. 

End-of-quarter stocks of durable materials relative to volume 
of production. 

End-of-quarter stocks of imported materials relative to volume 
of imports. 

Index of volume of total imports. 

Index of volume of food, drink and tobacco imports. 

Index of volume of basic materials imports. 

Index of volume of manufactured and mainly manufactured 
imports. 

Index of volume of total exports. 

Index of volume of food, drink and tobacco exports. 

Index of volume of metals and engineering products exported. 
Index of volume of other goods exported. 

Value of exports to the dollar area deflated by price index of 
total exports. 

Value of exports to O. E.E.C. countries deflated by price index 
_ of total exports. 

Value of exports to sterling area deflated by price index of total 
exports. 

Price index of total imports. 

Price index of food, drink and tobacco imports. 

Price index of basic materials imported. 

Price index of imported non-ferrous metals. 
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DP: Price index of total exports. 

Py Price index of food, drink and tobacco exports. 

P; Index of industrial production in the dollar area. 

| cap Index of industrial production in O.E.E.C. countries. 

P, Production, employment, or exports (deflated by price index of 
U.K. exports) of the sterling area. 

Ps Index of domestic prices of manufactured goods in the dollar 
area. 

Pos Index of world domestic food prices. 

Index of export prices of competing countries. 

B, End-of-quarter sterling balances of the sterling area. 

R End-of-quarter gold and dollar reserves as proportion of U.K. 
imports. 

| mee World production (weighted by U.K. food exports). 

) ian World production (weighted by U. K. engineering exports). 

F Political factor in wage bargaining =o before 1st January, 1952. 

=I after 1st January, 1952. 
Z Food de-rationing factor=1 in 1954 and 1955. 
=o in all other periods. 

t Time measured in quarter units (101 in Ist quarter 1948, 102 
in 2nd quarter 1948, etc.) 

O; Quarterly seasonal indicator =1 in z th quarter. 

=o otherwise. 
Estimated Equations 


The coefficients have been estimated, in the main, by the method of 
limited information maximum likelihood with quarterly observations for the 
period 1948-59. In equations (2)—(4), (8)—(17), which contain only one 
unlagged endogenous variable, the estimates are equivalent to those obtained 
by the conventional least squares method. Satisfactory estimates could not 
be obtained for equations (19) and (29) using the limited information method, 
and a similar method, giving two-stage least squares estimates, was used.} 
A restricted sample period was used in estimating two equations. The period 
before 1952 was omitted for equation (3), and the abnormal period due to the 
Korean war, 1951 quarter (ii) to 1952 quarter (i), was omitted for equation 

14). 
a the numerical equations most of the variables are index numbers scaled 
to average 100 in the four quarters of 1948. Current variables are denoted by 
the subscript ¢, variables lagged one quarter by the subscript t—1, etc. The 
variables which are not index numbers are F, Z, ¢ and the quarterly indicators 


1 The two-stage least squares method is also known as ‘Theil’s two-rounds method.’ It 
is described and compaced with the limited information method by L. R. Klein, ‘On the 
Interpretation of Theil’s Method of Estimating Economic Relationships’, Metroeconomica, 
Vol. 7, 1955, pp. 147-53. See also H. Theil, Economic Forecasts and Policy (Amsterdam: 


North Holland Publishing Co., 1958). 
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Q;, Q2, and Qs. Estimated sampling errors are in parentheses under the co- 
efficients. The goodness-of-fit statistic R? is adjusted for degrees of freedom 
and is given by 
Ra1— variance of residuals in equation 
variance of variable on left-hand-side 


The serial correlation measure, 52/s?, is the ratio of mean square successive 
difference of the residuals to the variance of the residuals. Acceptance of the 
hypothesis of non-autocorrelated residuals at the 5 per cent significance 
level requires values in the range 1.5—2.6 for samples of 48 observations. 

The same numbering of the equations is used as in the previous forecast. 
Since exports to the independent and dependent parts of the sterling area 
are no longer distinguished there is no equation (15) in the present form of 
the model. 


(1) P= ee 96 xP oaT hE, , +0.61,] UR 2504 —3-58Q, —10.2405 


(1.40) (1.41) 
se a tei - 
(2) (P):=— 5-37 +0.999(C;),_ aie 083(%s),- sae 910,+ 10.500,—2.070, 
(17.42) (0.21) (1.95) (2.88) (2.09) 
R?=0.84 es 88 
(3) (Pa)= ay 34 ar 212(Gy)-1 hh Pesan h—1 bp. 138(Cah—1 


1) ee 
+0. 226(—. =} —o0.098r,_, —5.660, —4.860, —16.1 
0.09) \P, Te/:-1 (0.045) ee 4800s (1. ae Os 


R?=0.95 3#/s?= 1.86 
(Data from 1952(i) onwards) 


(4) (P.)=30.04 +0.203(C,),_1 ids ae ot an ue 1 


(5.18) (0.07) 
—4.520, —5. 010, —11.7603 
(1.95) (1.31) (1.34). 
R*=0.92 87/s?=1.84 


W 1 D x 
(5) (Cy), =8.72 +0. 119}52-2) 46.0 ae 
10) (0. fay 7) Rod ry =) 


C\Es. 
40.804 Shes —11.69Q, —7.100, = 870s 


(0.10) (0.89) (0.90) 
R*=0.95 §7/s?=1.75 
W Dea 
(6) (C= —93.23 +1.258(—. 2) +08 
; (23.11) (0.23) \Pa T,/t (0. a =) 
—8.450, —8.14Q, —10.62Q, 
(8.54) (8.29) (8.37) 


=0.73 8*/s?=0.74 
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W 1 Dit 
C\=1 +0.192 +0.10 
(7) (C.), TaN 0. os (- ; 7) (0.051 Os r) 


+0. Sees Se —20.980, —15.680, —20.62Q, 


(0.13) (1.90) (1.83) (1.87) 
R?=0.93 54/s?=1.36 

(8) Was 37 eo -692(C.),- 1 er oF mC )r—2 a in pees 10. 790s 
eo af ae 12 

(9) Z).= 43° ff ‘ 3303(C).- 1 a, a 2 a 2601 112-3208 a 990s 
ae a mane 7 

(10) (J,,);=36. 89 +0.769P,_, +0.032R,_, —o. ae eet 
(22.21 (0.10) (0.03) (0.13 
4860, —3.820, —3.620; 
(3.24) (3.01) (2.90) 

R®?=0.73 8?/s?=1.60 


(11) (1,),= —110.61 +2.038P,_, a gene 2 “i 08 AL (Pa) AG ra 
(16.74) (0.12) 


+15.860, —6. ke “ms 9103 


(4.68) (4.42) (6.77) 

R*=0.88 5*/s§=1.53 
(12) (X,),= —219.98 +2.546(P5),_1 eg 

(31.40) (0.15) (0.26) \Pz/ + 

—22.740, —3.8302 —13-4403 

(7.04) (6.65) (6.62) 
R?=0.89 8?/s?=1.26 
P,,):-1 —4-410, —6.63Q0, —16.13Q. 

(13) (X.)= oe oe ait er)t—1 —4+ 44101 Fe 302 eae 

Ri=o, 6 5?/s?=0,87 


B, 
—0.06Q0, —6.060, —8. 
(14) (X= 12.96 +0.659(P,),-2 +0.340( 4) —0.060; 6.060, 8970s 


aes ms 3?/s?=1.39 
(Four quarters, 51 (ii) —52(i), omitted) 


(16) (X= —75.00-+0.899 (Pu)-s+1.084( Ft) 


(30.53) (0.08) 0.30) \ Pay 
—13.830, —14.400 benogot 
133301 (4.84) (4.84) 


R*=0.79 5*/s?=2,10 
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(17) (X= =; ale eae we)i—1 4: 860, —5.82Q0, —12.8205 
25) 


ay) (3.59) (3.42) 
ae ee §2/s?=1.50 
(18) (w,), —(@,),_4= 12.50 —0. ps (ee eee 
(1.74) (0.02) 4 
+0. gBo| (Pr Pras) Fe HPs Pr +3.03F, 
O22) & (0.50) 
—0.440; —o.48Q, —o. 2403 
(0.64) (0.64) (0.64) 
R?=0.74 o|s= 1.05 


ie 
(19) (a), —(eo).= —115.91 +0.340h,+0.783(;77) 
46.99) (0.53) (0.07) 


—o.73 Q,+1.73 Q,+7.08 Qs 
(0.87) (0.89) (1.11) 


R?=0.90 $7/s*=1.02 
(20) p,=35.85 +0.410(, to-r72( Pia 0-057(Ti) 
(4.40) (0.008) 
+0.230; na Soo 2 720 


(0.57) (0.49) 
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(0.88) (0.007) (0.25) (0.25) (0.26) 
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(22) (P)= et 3 +0.985 p; —0.038(S,), +1.58Z, —0.410, +0.98Q02 +0.3105 
(0.03) (0.025) (0.49) (0.49) (0.49) (0.49) 
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(23) (Pa)= =3e a iow +0. O77 Pmt) ie ~057(Sah- 
+0.980; —0. aes —o. sh 
(1.25) (1.38) (1.35) 
R?=0.94 5?/s?=0.38 
(24) (P.)=29.2 +0.639 p, +0. pe (Pim)—2 Pe 4901 —0.780, +0.1503 
(0.01) (0.007 (0.45) (0.45) 
as 99 64/st= Hae 
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S) 
—2.260, —2. ene —1.10Q, 
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R*=0.98 82/s2=0.98 
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(26) (p,),= = $3 us “45°, Fe $33( Pac) - 2 i 1421 —0.410, —0.09Q3 


0.06) (1.37) (1.36) 
oe 96 ine 
(27) (Pzp)=33-98-+0.709( P,), +0.220, +1.3702 +1.7005 
(9.98) (0.08) (3.22) (3.21) (3.21) 
R*=0.67 6°/s*=0.51 
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(4.95) (0.05) (0.45) (0.45) (0.4 
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Identities and Technical Definitions: 


(31) D, —4.763[8.5644 +-0.8875(pP),_1]+3-76W,_, 
=37.27 —53.560, —62.9302 —46.7503 


(32) P,=0.10(P,),+0.43(P,),+0.47(P.s); 

(33) 1,=0.40(J;), +0.20(I,), +0-40(I,), 

(34) P:=0.44( P;), +0-10( Pz), +0.33( Po), +0-14( Ps); 

(35) 0.04(X;),+0.50(X,), +0.46(X,), =0.06(X 5), +0.40(X,,), +0.51(X,), 
(36) W,=7.58+0.94(w,E), 

(37) U,=18.07(£,), —17.21E, 
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The new system has the same general structure as the first. There are, 
however, some significant changes in the numerical estimates of the para- 
meters, and changes have been made in the form of some of the equations. 


It is these changes which we propose to discuss. 


We shall look first at the two estimates of the ‘ production decision 


equation ’ for engineering and building. 
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(1st est.) (P,,),=57-02 +0.18(G,),_ ee 056(X,),— 1 


(13.25) (0.12) 
D 
+0.072(C,),_; +0. 24(— 1) —0.0097;_ 
(0. oe drs (0.08) \Py Ta/+-1 (0.092) - : 
—0.870, —3.1803 —13.3203 


(3.29) (2.18) (1.85) 
R®=0.94  8%/s?=2.66 


(2nd est.) (P..),=59-34 +0. 21(G;,),_ he aa et-1 
(12.62) (0.08) 


cb r4(Ca).- 1+0.23 = 2) —o.0987,_ 4 
(0.09) \Px Ta/s-1 (0.045) 


as 660, —4.86Q0, —16.17 Qs 
(2.39) (2.17) (1.88) 
R?=0.95  8#/s*=1.86 


In both equations, the sample period begins with the first quarter of 1952. 
In view of the size of the estimated sampling errors most coefficients have 
not changed significantly. The goodness-of-fit is the same and both equations 
have residuals that are free of first order serial correlation. We note, however, 
a sizeable change (tenfold) in the coefficient of r, the debenture yield. Empir- 
ical research into the effect of interest rates on investment have been singu- 
larly inconclusive for many years. Many of the past studies are drawn from 
samples in which interest rates fluctuated in a narrow margin. It is note- 
worthy that the extension of our sample period to include 1957-58, when 
there was vigorous use of monetary policy, yields a statistically significant 
effect. Although the effect is significant in a statistical sense, it does not 
suggest that the interest elasticity is large. In many past studies, it was 
concluded that the elasticity was small, although all one could justifiably 
have deduced from the results obtained was that the outcome was in doubt. 
The sampling errors were large and the elasticity could have been zero or 
fairly large. ‘This was also true of our first estimate. In our new estimate the 
coefficient is statistically significant but not significantly larger than the old 
estimate, given the size of the sampling errors. 

The inconclusive nature of the interest effect on investment has been 
found in Western economies. Japanese data now being analyzed at the 
Institute for Social and Economic Research of Osaka University suggest 
stronger and more precise interest effects on investment. These findings are 
interesting in the present context because rates are generally higher in Japan 
than in the Western World, and fluctuate by larger amounts. 

Consumption is analyzed by four categories in our model—food, durables, 
non-durable goods (exclusive of food), and services. For each category we 
originally postulated the same type of function, with wage income, non-wage 
or profit income, and average consumption of the past cat quarters as 


explanatory variables. In each equation the two types of income are deflated 
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by the price index of the particular consumption category and by the appro- 
priate tax rate. Naturally, there tends to be some intercorrelation between 
the two types of income and this dependence will vary from equation to 
equation, depending on the deflators used. Moreover, the overall fit of each 
equation will affect the extent to which intercorrelation interferes with the 
separate allocation of marginal contributions to each income variable. With 
the new sample we have obtained better estimates of the separate income 
effects in the equations for food, durables, and other non-durable goods, 
Previously, we had to drop the profit term from the food equation because of 
the complications of intercorrelation. We now have significant results for 
both income effects in each of these three equations, and in every case the 
marginal wage coefficient exceeds the marginal profit coefficient, as we should 
expect on a priori grounds. 

In the durables consumption equation, we formerly had a negative 
coefficient for lagged consumption of durables. This term is a moving 
average of past consumption. If this average were to be extended to a length 
of 10-15 years, which is impracticable in our sample, it would represent 
essentially the stock of durables and might be expected to have a negative 
coefficient. For our shorter lag, the sign of this coefficient is more uncertain. 
Our results for the two types of income are firmer when the lag term is 
omitted than when it is included. We have decided to omit the lag altogether 
in our new estimate, but the overall correlation has dropped considerably. 
This is not necessarily a worse result because it has long been felt that durables 
demand is more widely fluctuating than other types of consumer demand 
and ought, structurally, to have a relatively large unexplained variance. We 
find the same result for quarterly statistics of the American economy over 
approximately the same sample period. 
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(0.18) 8 (5.20) (5.08) (5.03) 


R?=0,88  8?/s?=1.16 
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(and est.) (C,),= —93-23 +1 a6(e 5 ; .) +2. 85(— I s 


(23.11) (0.23 0.21) \pa Ta’, 
—8.450, —8.14Q0, —10.620, 
(8.54) (8.29) (8.37) 


R’=0.73  3%/s?=0.74 
Wa Dit 
(ist est.) (C,),=28.96 +0. 15(— x) fel 06 4(— a. 


(21.71) (0.04)\Po Tn/t (0.047) 
+0.58 Pd ee N at 8 301 OCA wir 32035 
(0.27) 8 (1.49) ee pad 


R?=0.86  87/s?=0.94 
W 1 Di 
(2nd est.) (C,),=15.44+0.19 ee 7 +o. 10( = = 


(7.73) (0.06) + (0.05) \Po Ta’, 
+o. 7a| oh ee -+H(Co)e- A —20.980, —15.680, —20.620, 
(0.13) (1.90) (1.83) (1.87) 


R?=0.93 spent 

The equation for consumer expenditure on services has proved to be 
considerably more intractable than any of the three preceding consumption 
relationships. In the first estimate we found no relationship with any 
economic variable other than wage income in the services consumption 
equation. Using the new sample data, revised and extended in time, we could 
find no relationship between services consumption and wage income. This 
holds true for all methods of estimation and can be seen from simple graphs 


of joint observations of C,and (id ay Scatter diagrams look equally meaning- 
less in the other income variable as well. Three makeshift possibilities 
afford a simple treatment of C, for our purpose. C,could be fixed at exogenous 
values; it could be estimated from a simple trend; or it could be estimated 
from a purely autoregressive equation. We have chosen the last method, as 
can be seen above in the list of estimated equations. This provides no basic 
explanation of C,; it merely gives us an empirical relation with high corre- 
lation. 

The next change deserving comment occurs in the equation for exports to 
the sterling area. Formerly we estimated two separate equations, one for the 
independent and one for the dependent sterling area. These classifications 
are gradually losing their meaning, and definitions of the two areas are 
- rapidly changing. As countries change i in status from dependent to independent 

the distinction between the two areas is losing its economic meaning. And it is 
becoming increasingly difficult to construct series for the areas as originally 
defined. In making the first estimates we had to introduce a ‘dummy ’ 
variable, #, to account for the changing status of countries. The variable 
disappears now that the distinction between the two parts of the sterling area 
is no longer made, The old and new estimates are 
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(1st est.) (independent sterling arca) 


(Xch= 31.30 +0.90(P,)2 to.ss(“#)  +16.s0f, 


(49.83) (0.34) 1-2 (5.54) 
+2.690; —6.520; —8.620, 
5.33) (5.32) (5.50) 
ede: 82/5? = 1.26 


(1st est.) (dependent sterling area) 


Ris 
(Mea) =27- 42 +0.19(Pya),_3 nt 0-74(— 8 a) —29.60 Ff, 


(16.39) (0.14) 23) t-3 (10.44) 

—8. Smt = 320 ae: 520s 

“. =0.74 ae 

(2nd est.) (XQ, 512. ae +0.66(P,),_ 2 +0. 34( =! 
64) (0.11) (0.24) \ Px’ 1-2 

5 a6) —6.060, —8.9703 
(4.09) (4.01) (4.02) 
R?=0.52 $7/s?=1.39 


In the first estimates, the Korean War quarters, 1951 (ii) to 1952 (i), are 
omitted for the dependent sterling area countries because of the distortion of 
their terms of trade as a result of extreme rises in basic raw material prices. 
These same quarters are omitted from the sample used for estimating the 
equation for the combined areas. When the two areas were treated separately, 
we had concluded that the holding of sterling balances was a factor of some 
importance in determining their purchases of U.K. exports. In the new 
estimate the coefficient of the sterling balances term is not statistically 
significant. The coefficient of P, in the estimate for the combined area falls 
between the two separate coefficients in the earlier estimates. 

The spread between wage earnings and rates, known as the ‘ wage drift’, 
was accounted for largely in our first set of estimates, by movements in the 
hours variable and, to a smaller extent, by the productivity variable. This 
result paralleled the findings of Hansen and Rehn in Sweden, who argued that 
demand conditions in the labour market were more important than produc- 
tivity in explaining the ‘ wage drift ’.1_ In American discussions of demand 
versus cost inflation, labour market demand pressures have been frequently 
cited as a reason for high earnings. The variable measuring hours of work 
is usually a good indicator of general demand conditions and certainly of 
labour market demand. 

Other studies have stressed the comparative importance of productivity 
in accounting for the earnings-rates spread. Lydall has argued that piece 
workers will find their earnings increased over standard rates if productivity 


1B, Hansen and G. Rehn, ‘ On Wage-Drift. A Problem of Money-Wage Dynamics ’, 
Economic Essays in Honour of Evik Lindahl (Stockholm; Ekonomisk Tidskrift, 1956), pp. 
87-138. 
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rises.) In a similar vein, Turner has argued that productivity alone accounts 
for most of the ‘ wage drift ’.? 

Estimating this equation with the new sample by the limited information 
method gave a negative coefficient for the hours variable. The two-stage 
least squares method gave a positive coefficient, and we have therefore used 
these results. Neither method, however, gave a value which was significantly 
different from zero. 

In the new estimate, the coefficient of productivity remains statistically 
significant, and of about the same size as in the earlier estimate. The hours 
coefficient, on the other hand, is much smaller and statistically insignificant. 
Our new results appear, therefore, to lend support to the productivity 
explanation of wage drift. But the marked changes in the estimates with the 
new sample suggest that the results should be interpreted with great reserve. 


(1st est.) 

(w,),—(w,),= —272.72 +2.06h, +0.62(=_) +0.0010, +1.5802 +5.5403 
(45.80) (0.54)  (0.15)AE,/, — (0.96) (0.98) (1.36) 
R?=0.86 8?/s?=0.73 


(2nd est.) (two-stage least squares) 
i 
(&,), (= —115.71 +0.34h, +0.78(—) —0.7301 +1.7302 +7.08Q5 
(46.99) (0.53)  (0.07)\REy/, (0.87) (0.89) (1.11) 
R?=0.90 8?/s?=1.02 


All the price formation equations in the first set of estimates showed high 
serial correlation of residuals. We are now trying to re-estimate these equa- 
tions in a form that will not have such high serial correlation; nevertheless, 
all the estimates used for the new forecast are equally unsatisfactory so far as 
serial correlation is concerned. ; 

Stocks of durable goods have recently been introduced in the equations 
for p, and p,. A series on these stocks was not available at the time when the 
first set of price equations was estimated. Serial correlation of residuals is 
found in the new estimate for p,, whereas it was absent in the original estimate. 

Larger changes are evident in the two estimated equations for the forma- 
tion of food price. 


(1st est.) 
(Pss=154.94 +0.11(P,-),2 —0.68(S,), +3.23Z 
oe (21.24) one ; Mie ) eon , 


—2.52Q, +1.420, +0.40 
(2.26) oars 400: : 


R?=0.90 5?/s?=0.58 
1H. F. Lydall, ‘ Inflation and the Earnings Gap’, BULLETIN, Vol 20, 1958, pp. 285-304. 


*H. A. Turner, ‘Wages, Productivity and the Level of Empl ; 
Wage Drift ’, Manchester School, Vol, XXVIII, 1960, pp. 89-123, ye ae 
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(2nd est.) 
(P;).=4-53 +0.99p, —0.038(S,), +1.58Z, —0.410, +0.980, +0.310, 
(4.98) (0.03) (0.025) (0.49) (0.49) (0.49) (0.49) 


R?=0.99 87/s?=0.54 


Food price might be expected to be related to both the general price level 
and the price of imported food. We have not, in either sample, been able to 
find reasonable and significant estimates of both coefficients jointly. In the 
older estimates we used p,, as the relevant variable of the two, but its co- 
efficient had a large sampling error. In the second estimate we have switched 
to the use of p instead of p;,. This variable is much more significant in a 
statistical sense, but it changes the coefficients of S, and Z considerably. 

In the equation relating the non-industrial to the industrial labour supply 
we have now omitted the unemployment variable. Formerly, it had a 
significant negative coefficient showing that a high demand for labour (indi- 
cated by low unemployment) induced people to enter the non-industrial 
labour force. This is reasonable in view of the fact that much of the variability 
in the labour supply is the result of changes in the number of women workers. 
In the new estimates we persistently obtained positive coefficients for the 
unemployment variable and have finally decided to omit it from the computed 
equation. 


(ist est.) 
U,4+...+U,_ 

(E—E,—E,),=67.54 +0.35(E,); —0.02a(—7 =F 8) 

(3.17) (0.03) (0.009) 4 

—0.60Q, +0.23Q0, +0.87Q03 

(0.25) (0.25) (0.25) 

R?=0.90 5?/s?=0.68 
(2nd est.) 
E—E,—E,),=41.78 +0.57(E,), —0.48Q0, +0.38Q, +1.19Q 
( eae tasey on Soe (0:45) * "(045) : (0.45) : 

R*=0.75 §2/s?=0.30 


Although other changes occurred in the estimation of the model from the 
new sample data, the ones discussed above are the most striking and im- 
portant. They merit specific comment. The other changes are generally no 
more than we could expect as a result of sampling variability. 


FORECASTS FOR 1961 


To use the model for predicting the values of the principal endogenous 
variables in the first two quarters of 1961 we have, first, modified a number of 
the equations. Secondly, we have inserted values of the exogenous and 
lagged endogenous variables; and finally we have solved the resulting set of 
equations. 

05 
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TABLE I 


Ltesiduals in Estimated Equations 


a nani 


Equation mean SIZNS mean signs constant term 
1 — 0.2 +4+-— + 0.4 —-++4+-— 0 
2 + 0.9 —+—-+ + 3.6 Sele ape 0 
3 — 18 ----— — 9.5 ----— —7 
4 — 1.0 +—-—+ $02.5 —+—-+ 0 
5 + 16 ++-—+ + 0.9 —+—+ 0 
6 +34.3 peiest st +36.2 Sector te +36 
7 3.7 Ble Sa ay + 1.9 1 ee = 
8 + 0.3 oe eet ial + 0.9 Ama eNAk 0 
9 + 3.9 aan ey a — 2.0 —+-—+ 0 
10 = Ei —— 6 = 0 
11 +60 +4—-++ +29.7 ++4++4+ +22 
12 +23.0 ++4+4+ +34.4 “BAST eae 0 
13 —14.0 —----— — 4.9 --- — 8 
14 + 4.1 +—-++ — 24 —+-+ 0 
16 + 0.6 —++-— — 83 —-++ 0 
17 — 0.1 ——-++ — 0.8 —-+-—+ 0 
18 + 0.9 ARRAS + 6.1 fe -F a +S 
19 + 0.4 —++-—- — 1.1 +--— 0 
20 + 1.0 ++++ — 1.0 +--—- —1 
21 — 0.9 ---=- — 1.0 Saintes —1 
22 — 04 ——-—+ — 14 ----— —1 
23 + 17 Sh tacked — 13 +--—-— — tI 
24 + 0.7 Ge eo + 0.8 +4-kee 0 
25 + 2.8 aa Pat RG — 45 ---- —5 
26 — 1.7 ---- — 2.6 id —2 
27 — 7.6 ---— — 6.5 ---- —7 
28 + 8.1 Sp 1 SL + 8.5 ig ich ab oR a oh 
29 + 0.2 Sa at i + 0.7 Sale Ue +3 
30 +. 1.5 Seat tate + 2.0 Sete ot + 2 
36 + 1.1 Spo — 0.2 oo 0 
37 +51.5 Seoreter +55.2 sia iol a 9 +54 


The estimated equations give average relationships for the period 1948- 
58. But the true relationships may have been changing towards the end of, and 
after, this period. In order to forecast 1961, we require equations which 
reflect as closely as possible the structural relations holding in 1961. We have 
attempted to modify the estimated equations so as to obtain a closer approxim- 
ation to these relations. The basis we have chosen for the modification is the 
performance of the equations during 1958-9 and the first two quarters of 
1960. We have thus made adjustments with the latest data available and 
applied the resulting equations to 1961, on the assumption that the relations 
holding in 1958-9 are more like those of 1961 than are the average relations 
for 1948-58. We have calculated the residual terms in the individual equa- 
tions for 1958 and 1959 and have solved the equations to give a ‘ hindcast ’ 
for 1959 (i) to 1960 (ii). 
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The calculated residuals for 1958 and 1959 are summarised in 'I'able I. 
On the basis of these results, an adjustment to the constant term was calcu- 
lated for each equation which showed a consistent bias during 1958 and 1959. 
The criterion of consistency was that seven out of the eight residuals should 
have the same sign. The adjustment was a weighted mean of the residuals 
in the two years, the weight for 1959 being twice that for 1958. Some 
exceptions were made in this procedure. No adjustment was made to the 
equation for exports to the dollar area, equation (12), which gave consistent 
under-estimates, since we considered the bias was likely to be reduced, or 
reversed, in 1961. Adjustments were made to equations (20), (23) and (25) 
for the general price level, the price of durable goods and the price of capital 
goods, although they did not show a consistent bias. We considered that their 
positive bias in 1959 was likely to continue into 1961. Similarly we judged 
that the negative bias in equation (24) for the price of non-food, non-durable 
consumer goods was likely to be reduced or reversed by 1961, and we have 
not made an adjustment to this equation. In addition, the adjustments used 
for the hindcast, which is described below, were not quite the same as for the 
1961 forecast.1 

Inspection of the residuals and some trial solutions of the equations 
showed that equation (31) gave very erratic results, and it was therefore 
decided to drop this equation from the model and to treat profits, D, as an 
exogenous variable. All the results given below have been calculated on this 
basis. 

As a check on the performance of the equations a hindcast was prepared 
for 1959 and the first two quarters of 1960. For this period the true values 
of almost all the predetermined variables could be substituted in the equations. 
Two solutions were obtained, one for the estimated equations given above,? 
and one for the modified equations. They are given in Table II (p. 64). On 
the whole the modified equations lead to a more accurate solution. They give 
values which fluctuate above and below the true values. In general, the 
quarter-to-quarter changes in the hindcast tend to be less than the true 
changes, and the trend is under-estimated for imports, exports and con- 
sumption. In contrast, the trend growth in prices is slightly over-estimated. 
The values for unemployment are the most erratic, and they contain errors of 
up to 40 per cent. : 

Although there are these deficiencies it seems unlikely that any further 
simple modifications would yield a substantially better solution for the period 
1959 (i) to 1960 (ii). We have, therefore, taken the equations modified in the 
way described, as the model on which to base the forecast for 1961. 

The results of the prediction depend both on the equations and on the 


1 In the hindcast the adjustment to equation (18) was. +3 instead of +4, no adjustment 
was made to equation (20), and equation (37) was adjusted by +88 in 1959(i) and by 
--44 in 1959(ii)-1960(ii). The differences arise because the adjustments made for the forecast 

e determined in the light of the hindcast results. . F 
as With one Sicepusa: Equation (37) was modified as described in footnote 1 above. 
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TABLE II 


Hindcast Solution of Model 
Ba Me a A i a a 


Variable| 1959 1959 1959 1959 1960 1960 
 @@ (i) @ @ 
| ee Eee 
J actual value 3 140.6 145.7 136.7 156.0 158.2 156.0 
computed without adjustments — 146.7 144.4 144.9 155.7 164.3 160.5 
computed with adjustments ... 143.4 141.1 141.7 1524 161.0 157.2 
U actual value 3 .. 195.4 156.4 134.7 139.5 145.4 113.9 
computed without adjustments 161.0 9305.27 49:1 80°1, 9 32:54. 
computed with adjustments ... 213.4 157.8 100.7 1306 84.0 129.1 
I actual value : .. 140.9 148.9 144.4 157.2 164.7 169.5 
computed without adjustments 140.6 140.1 1424 144.9 151.0 154.3 
computed with adjustments ... 145.0 144.5 146.8 149.2 155.4 158.7 
x actual value : .. 141.2 150.9 141.8 158.8 161.3 157.3 
computed without adjustments 157.3. 151.8 149.0 159.4 165.4 163.8 
computed with adjustments ... 154.0 148.5 145.8 156.1 162.1 160.5 
Cy actual value : oe p34 122.0) 425-7. 5130.0) 119 225 
computed without ‘adjustments 1136 119.5 125.9 129.5 117.0 122.6 
computed with adjustments ... 113.5 119.3 125.4 129.4 116.7 122.5 
Ca actual value - 2124 256.2 235.5 280.0 “275:2 2800 
computed without adjustments 178.1 205.0 206.8 234.7 202.6. 215.0 
computed with adjustments... 213.9 240.8 242.6 270.5 234.8 250.6 
Co actual value : soy 131.9105138.3,\4129.9 9)159.0.5 140 OR T5SLL 
computed without adjustments 126.6 135.0 135.3 156.4 133.5 142.0 
computed with adjustments ... 129.3 137.6 138.0 159.0 135.9 144.6 
P actual value ss - 141.9 140.8 140.5 140.7 140.6 142.2 
computed without adjustments 138.1 138.3 139.9 139.6 143.0 144.4 
computed with adjustments ... 139.9 140.1 141.5 141.4 144.7 146.2 
Wy actual value “P 36 17240°0872.8 5 0173.07 1173.50 1175:2:0176:9 
computed without adjustments 166.0 165.55 169.1 171.3 174.7 174.6 
computed with adjustments ... 168.0 167.5 171.1 173.3 1766 176.6 
We actual value -- 191.0 193.3 193.2 198.5 196.2 206.1 
computed without adjustments 183.7 183.4 188.5 191.4 195.5 197.9 
computed with adjustments ... 188.0 187.6 1924 195.7 199.7 202.1. 


values given to the predetermined variables. The true values of these variables 
in part or all of 1960 are not known, and values have also to be attributed to the 
exogenous variables in 1961. A difficult problem of forecasting must therefore 
be undertaken before the model itself can be used to forecast the endogenous - 
variables. We have no particular competence to judge the unknown values of 
the predetermined variables. We have set them on the basis of published 
economic commentaries, and we have also been greatly helped by advice from 
members of the National Institute of Economic and Social Research, to 
whom we are most grateful. But the responsibility for the values used is ours, 
and errors will, of course, be reflected in the predicted values of the endogen- 
ous variables. These ‘ Forecasts for 1961 ’ are therefore best considered as 
a testing of the model, given particular assumptions set out in Table III about 
the values of the predetermined variables. 

Our assumptions, generally, are that tax and subsidy payments will be 
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TABLE III 


Values of Exogenous and Other Predetermined Variables used in Forecasts for 1961 
(Assumed Values in Parentheses) 


Index numbers, 1948=100. Not seasonally adjusted 


1960 1960 1960 1960 1961 1961 
Variable (i) (ii) (iii) (iv) (i) (it) 
P 158.2 156.0 145.3 (160) 
Cf 119.2 125.9 127.7 (134) 
Ca 275.2 280.0 236.8 (265) 
cs 140.6 151.1 147.0 (157) 
? 140.6 142.2 142.1 (143) 
pk 147.6 148.2 (150) (151) 
Eg 93.5 93.7 94.2 (94) (94) (94) 
D 192.7 213.8 (200) (215) (195) (210) 
Tw (118) eee AE Ns BORE d ce 
Td (95) 
Te ee | a ee, 
Ti 119.2 99.9 (100) (100) (120) (100) 
Se al Se eS | 
Gr (183) (160) (170) (190) (190) 
Ge b AGL 166.5 (161) (161) (173) 
Sa 124.2 127.7 154.9 (155) (150) 
Se 67.0 65.4 77.9 (78) (78) 
Xf 162.1 151.4 155.4 (180) 
ae 190.8 187.3 161.4 (175) 
x, 130.3 126.6 120.6 (140) 
pi 118.4 117.2 116.4 (116) 
Pim 130.2 129.8 130.6 (128) 
inten 175.3 172.9 163.0 (158) 
px 144.2 144.6 144.6 (147) 
Ps (157) (154) (149) (150) (150) 
Py 257.1 268.3 (241) (275) (270) 
Pg 151.2 (153) (153) (153) 
2% 113.4 113.4 (113) (113) (113) 
puf 129.4 (131) (132) 
Pic 146.3 (147) (147) (147) 
Bg 118.4 118.6 114.3 (112) 
R 90.8 91.9 96.7 (101) 
Pu (178) (180) (180) 
Pwe (178) (181) (181) (181) (181) 


at slightly higher rates than in 1959. Government expenditures are assumed 
to increase slightly during the first two quarters of 1961. Activity has fallen 
in the dollar area (particularly in Canada and the U.S.A.). Informed judg- 
ments, together with econometric forecasts there, suggest a continued low 
level of production during early 1961. Prices have been steady there recently 
and are expected to remain stable, as are prices in the rest of the world. 
The solution of the system for the principal endogenous variables in the 
first two quarters of 1961 is given in Table IV.’ The values given are season- 
ally unadjusted. e 
The level of industrial production forecast by the model is slightly higher 
than in the corresponding quarters of 1960. Between 1961 (i) and 1961 (ii) a 
counter-seasonal fall in industrial production is indicated. (In terms of the 
published index the forecast values, seasonally unadjusted, are 125 for 1961 
(i) and 122 for 1961 (ii).) As can be seen in Table IV, the value of P fell 


1 The solution was obtained on January 10th, 1961. 
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TABLE IV 


Recent Actual Values and Forecasts for 1961 of Principal Endogenous Variables 


Actual values Forecast values 

Vari- 1959 1959 1959 1960 1960 1960 1961 1961 
able | (i-iv av.) (2) (iz) (2) (12) (242) (2) (3) 

eh ede a le I hank aE Sn I |) ee 

P 144.8 140.6 145.7 158.2 156.0 145.3 160.2 156.3 

U 150.5 195.4 156.4 145.4 113.9 100.9 147.5 L733 

wh 147.9 140.9 148.9 164.7 169.5 162.8 160.5 160.9 

BXG 148.2 141.2 150.9 161.3 15%3 142.3 164.9 160.4 

Cf 123.0 113.4 122.0 119.2 125.9 1 EF 119.7 125.1 


Ca 246.0 212.4 256.2 2152 280.0 236.8 240.1 254.8 
Co 139.8 13129 138.3 140.6 ISL 147.0 141.6 149.4 
p 141.0 141.9 140.8 140.6 142.2 142.1 147.7 148.6 
172.9 172.4 172.8 175.2 176.9 177.9 183.9 185.2 
194.0 191.0 193.3 196.2 . 206.1 199.7 209.2 211.4 


| 


between the first two quarters of 1960, but rose in the same period of 1959. 
The latter movement conforms to the normal seasonal pattern. 

The forecast figures for unemployment correspond to 448,000 and 
526,000 in the first two quarters of 1961. The first figure is slightly above 
the value for 1960 (i) and the increase in the second quarter is counter to the 
expected seasonal movement. The forecasts for unemployment compare 
with a figure of about 350,000 in the fourth quarter of 1960, suggesting a rise 
in unemployment between 1960 (iv) and 1961 (i) of rather more than twice 
the usual seasonal movement. 

The forecasts for foreign trade show little change between the two 
quarters, with imports slightly below and exports slightly above the corres- 
ponding values for 1960. 

The consumption of durables is forecast to be considerably lower than 
in the first two quarters of 1960. 

The forecasts for prices and wages show a sharp rise above their values 
in 1960. 


A POST MORTEM ON ECONOMETRIC FORECASTS 
FOR 1959 


By ARTHUR HazLewoop and PETER VANDOME 


In the February 1959 issue of the BULLETIN a set of forecasts for the first 
two quarters of 1959 was given.! These forecasts were derived from an 
econometric model of the United Kingdom. It is now possible to compare 
the forecasts with what actually happened, and thus to assess the usefulness 
of the model presented as a forecasting tool. 

The econometric model comprises a set of thirty equations and seven 
identities, which is intended to reflect the structure of the economy. The 
parameters of the thirty equations have been estimated from quarterly 
statistical data for the period 1948-56 (with minor exceptions). The data 
are in the form of time series, which are treated as a sample of economic 
experience. The difficulties which can arise whenever economic time series 
are used in this way may therefore occur. The equations are set out in full in 
the Forecast. A detailed description of the construction of the model will 
appear in a monograph which is at present in the press. 

In this system of relationships we distinguish three types of variable. 
There are, first, endogenous variables determined by the working of the 
system. For a unique solution to be possible there must be the same number 
of equations as endogenous variables. In an aggregative model such as we 
are considering, examples of the endogenous variables are industrial produc- 
tion, wages and the price level. It is the values of the endogenous variables 
which we attempt to forecast. The second class of variable comprises exogen- 
ous variables which we regard as determined from outside the system. The 
border-line between endogenous and exogenous variables is necessarily 
rather ill-defined and a variable may be regarded as endogenous for some 
purposes and exogenous for others. In the present econometric model vari- 
ables such as tax rates, which are determined by decisions of government 
rather than by an economic process, are treated as exogenous. ‘ Foreign 
variables’ such as the price of imports and levels of activity in overseas 
countries are also exogenous. In a dynamic model there will be a third type 
of variable, the lagged endogenous variable. For example, we may relate 
current consumption to consumption in some earlier period. In the current 
time period these variables are already determined (either because data on 
them are available, or because a solution has been obtained for the earlier 
period), and the exogenous and lagged endogenous variables are together 
classed as ‘ predetermined ’ variables. , 

The equations of the model reflect the average relationships which 
existed during the period from which the data were drawn. In using them 


1*Econometric Morecasts for 1959,’ BoLterin, 1959, pp. 3-10. This article will be 
referred to as the Forecast. 
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for forecasting two important assumptions must be made. First we suppose 
that the relationships will hold good in a period outside the limits of the 
sample. The validity of this assumption will depend largely upon how 
successfully structural, stable relationships have been estimated, and upon 
whether, and how fast, the economic structure is changing. The second 
assumption is that the average relationships hold exactly for the forecast period. 
Each equation is formulated in terms of economic variables and a random 
term reflecting influences which are not introduced explicitly. Over the 
whole sample period the average of the random term is zero, but it is not 
necessarily zero in any particular quarter. In solving the equations to give 
a forecast, the random terms are approximated by the value zero. This 
approximation may give a bias to the forecast values, particularly if the random 
terms in different equations are correlated. 

It follows that a model which reflects the structure of the economy during 
the sample period reasonably accurately may not perform well as a forecasting 
tool. In forecasting, then, it may be desirable to adjust the set of equations 
in the ways explained below. A more successful forecast is likely to be 
achieved by adopting this kind of pragmatic method than by accepting the 
estimated equations uncritically. 

In fact a number of changes were made to the econometric model for 
the Forecast we are considering. A number of relationships had not been 
estimated satisfactorily at the time the Forecast was prepared, and were 
discarded. They were equations (22) and (31), giving the price of food and 
profits. Another equation, (36), giving wage and salary income was dis- 
carded for part of the Forecast.! Of these three equations, (31) and (36) are 
described as ‘identities’, which are used to complete the system. That 
identities should be abandoned as unsatisfactory is rather surprising. The 
explanation is that equations (31) and (36) are only approximations of identi- 
ties.2, For example, equation (31) is intended to express the identity between 
total output and total income. If the model had been constructed in a national 
accounts framework the identity would be between gross national product 
and the sum of factor incomes. In fact, the model uses different variables. 
It is constructed in terms of industrial production, wage and salary income, 
and company profits. Between these variables there is only an approximate 
equality. 

A second set of modifications have been made to equations which are 
satisfactory over the sample period, but not subsequently, thus suggesting 
that the structural relation they measure is changing. We attempt to adjust 
the equation to give a structural equation for the forecast period rather than 
the sample period. The subjective element in the adjustment may be reduced 
by studying the residuals (the difference between the actual and the computed 
value of the variable on the left-hand side of the equation) in each equation. 
Where the residuals show a systematic bias at the end of, or beyond the end 


1 See note to Table II of Forecast. 


3 9 . as : . . 
3 ieeviive the term ‘identity ’ is not strictly correct, it will be used here for the sake 
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of the sample period, a correction term equal to the mean value of the residuals 
in recent time periods can be added to the equation for the forecast. As a 
result of such an investigation, corrections were made to three equations. 
They were (21), (30) and (37), giving hours worked, non-industrial labour 
supply, and unemployment, respectively. 

The processes so far described lead to a set of equations which we apply 
to the time periods for which we require a forecast. But before the forecast 
can be produced another fundamental problem must be faced. In order to 
solve the equations simultaneously for the endogenous variables, values must 
be given to the predetermined variables. If we are trying to forecast what will 
actually happen, then we should insert the true values of the predetermined 
variables. The values of some will be known, but many will be unknown, 
either because they relate to a future time period or because data have not 
become available. A considerable forecasting problem is therefore posed 
by the predetermined variables, and the values used can often be no more than 
guesses, or simple extrapolations from earlier values. Table I shows the 
assumptions which were made for the Forecast, together with the actual 
values of the predetermined variables. 

We may summarise these considerations in the statement that all forecasts 
are necessarily conditional forecasts. The econometric forecasts are con- 
ditional on assumptions about structure and the predetermined variables 
which are made explicit, so that their basis may be examined and modified. 
In some situations, such as in examining the implications of policy measures, 
a conditional forecast is required, and the problems we have discussed will 
be simplified. In the present context we would like an unconditional forecast, 
but are forced to accept one which is conditional. 

The econometric forecasts which were prepared in the way outlined above, 
are given in Table II below. There are two comparisons we shall make in 
order to assess their success. 

First, we compare the forecast with the actual values of the variables. 
Here we are testing the whole procedure of forecasting, not only the validity 
of the equations of the model. The assumed values for the predetermined 
variables and the adjustments made to the equations will also affect this 
comparison. ; ; 

Secondly, we try to isolate the working of the model itself by making an 
‘ extrapolation ’, or ‘ hindcast ’ for the first two quarters of 1959. Here, we 
insert the true values of the predetermined variables, wherever possible, 
and obtain the solution for the endogenous variables. It has not always been 
possible to obtain the true values of the predetermined variables for a variety 
of reasons. Some of the series have had to be constructed in a different way 
for 1958 and 1959 than for earlier periods, though it is not thought that such 
discrepancies have had an important influence on the results. For other 


1 Equation (37) is an identity of the same type as (31) and (36). The true identity 
could sega ee since 4 deficiencies lead to some double counting of workers wha 


are temporarily stopped, 
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TABLE 1 


Values of Exogenous and Other Predetermined Variables used in Forecasting the First 
Two Quarters of 1959 


Sots (20> Seti ees 2 ee 


1959 (i) 1959 (it) 
assumed for assumed for 
Variable forecast actual forecast actual 
(Ca)t—ipo (228.0) 250.6 * 214.4 
(Cit—i,¢ (125.0) 128.0 * 110.7 
(Ces (144.0) 130.9 * 116.9 
CS. ence (166.0) 168.8 * 164.5 
ae (185.0) 188.9 * 134.5 
(Enis (110.0) 120.3 * 117.6 
(Dice (178.0) 181.1 * (157.8) 
(D)t, o (160.0) (157.8) (170.0) (188.5) 
(Grete (165.0) 163.9 (167.0) (166.0) 
(Gs)t—1, 0 (146.0) 150.0 (150.0) 155.8 
(ica o 176.9 176.9 171.9 171.9 
(Px)t—-1, 0 (154.0) 143.3 * 141.7 
(Tw)t, 0 (96.0) (110) (96.0) (110) 
(Takeo (92.0) (100) (92.0) (100) 
(Ta’)t—1, 0 (80.0) (75) (80.0) (75) 
(P)t—1, 0 (137.5) 142.3 * 140.2 
(Pife> 5 (126.0) 126.7 (137.5) 142.3 
(Riss. 6 (111.7) 103.4 (112.5) 101.6 
(Sen) nca cS (79.4) 81.7 (79.4) 75.2 
(Pei 2a 155.9 155.9 (150.0) 158.7 
(Pmet)t—3, 0 147.5 147.5 155.9 155.9 
(Pmet)t—4, 0 150.4 150.4 147.5 147.5 
(Eg)t, 0 (92.4) 93.0 (92.4) 93.4 
(Wr)t—4, 0 (166.1) 166.5 (166.7) 167.0 
8 
8,2 (Cale, & (202.5) 195.5 * 202.8 
8 
3, 2 (Co)e— a (127.5) 117'2 * 118.1 
8 
3, 2 (Coes, é (115.9) 117.9 * 118.1 
a 
2 (U)t-i0 (480.0) 465.1 * 515.5 
(Ph, = 141.5 142.6 * 144.4 
(Pt. a Pet — 440) (4.2) 9.6 = 6.9 
(Pi)t—2, o 116.7 116.7 115.0 
(Ti)t, 0 (100.0) 117.1 t00:0) oe 
(Pim)t—2, 0 133.3 133.3 (128.0) 126.0 
(Pxc)t—2, o (143.0) 140.4 (143.0) 139.5 
(P§)t—1, 0 (141.5) 146.6 (142.0) (149.3) 
(P$)t—1, 0 (110.8) 112.8 (110.8) 113.8 
(Perlt=1,.0 (220.0) 238.1 (212.0) 228.6 
(Per)t—1, 0 (140.0) 142.3 (141.1) 143.2 
(Pei dues (117.0) 127.8 (116.0) 123.0 
(Beit —2.0 (70.0) (77.5) (68.0) (76.9) 
(Pra)t—3, 0 (149.0) 148.3 (140.0) 142.6 
(Bga)t—3, o (230.0) (218.1) (228.0) (229.1) 
(Pw#)t —3, 0 (130.0) 130.7 (130.0) 131.0 


* The value used was derived from the solution for the first quarter of 1959. 


Norte. Figures in parentheses are based on j i 
ai a nati eeeaieee n judgment or on incomplete data. All values 
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series the values for 1959 were not available. The most important in 
this group are the tax rate variables and wage and salary income, which 
can only be constructed from data in the 1960 National. Income 
Blue Book, which had not been published when the computations were 
carried out. It has been necessary to use estimated values, but the 
estimates given in the Forecast have been revised in the light of the 1958 
figures. Capital formation by public authorities has been treated in the 
same way. Estimated values have also been used for sterling balances since 
it is no longer possible to obtain separate figures for the independent and 
dependent sterling areas as defined for the model. 


As for the Forecast, a number of modifications were made to the model 
before it was solved for the extrapolation. The unsatisfactory equations, 
(22), (31), and (36) were again discarded and the endogenous variables 
involved were treated as predetermined.! The true values have therefore 
been used in the extrapolation, except for wage and salary income for which 
data were not available. For this variable estimated values have been used, 
these estimates again being revisions of those given in the Forecast. Equation 
(37), the identity giving unemployment, was adjusted in the same way as for 
the Forecast. The other two equations which were adjusted for the Forecast, 
(21) and (30), were left in their original form. 


In summary, the extrapolation is affected by the use of certain assumed 
values of predetermined variables; by the fact that certain endogenous 
variables are regarded as predetermined; and by the adjustment to the identity 
for unemployment. The last point will be taken up at greater length below. 
The second point should lead to an improvement in the extrapolation insofar 
as we can replace the variables by their true values. The assumed values 
which have been used will mainly affect the consumption equations in which 
wage and salary income and tax rates appear. The extrapolated values of the 
consumption variables may therefore fail to give an accurate test of the 
performance of these equations. 

In making the extrapolation for the first quarter of 1959, we simply give 
the predetermined variables their true values? and solve the resulting set of 
simultaneous equations. When we come to extrapolating to the second quarter 
of 1959 there are two possible methods. Where the predetermined variables 
are endogenous variables lagged one quarter we could use either the true 
value, or the value obtained from the solution for 1959 (i). In fact we have 
used each to give two extrapolations for 1959 (ii). We shall refer to the ‘ pure- 
extrapolation ’ in which true values are used, and the ‘ forecast-extrapolation ’ 
in which appropriate results from the solution for 1959 (i) are used. 

Table II gives the results of our calculations, with a graphical represen- 


tation in Figure 1. 


1In the Forecast, estimates were given on the basis of wages and salaries as both 
endogenous (obtained using equation (36)) and predetermined. The latter were clearly re-~ 
garded as more satisfactory. See note to Table II of the Forecast, 

2 Or, where necessary, an assumed value. 
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Figure 1 
Actual value — 
Pure extrapolation  +++++ 
Forecast extrapolation ------- 
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The period from the fourth quarter of 1958 to the second quarter of 1959 
was one when the recovery from the recession got under way. Production 
rose sharply from 1958 (iii) to 1958 (iv) to almost the level of 1957 (iv). 
There was then a slight fall, followed by a rise of 5 points in 1959 (ii). There 
was a delay before unemployment fell, suggesting that the rise in production 
was associated with increasing productivity rather than increasing employ- 
"ment. Peak unemployment was reached in 1959 (i), and was followed by a 
substantial fall, but one which left unemployment considerably higher than 
in 1958 (ii). Prices remained virtually steady, but wages rose. The change 
in wage rates was small, and about the same as that for the corresponding 
period of 1957-58. Wage earnings, however, rose rapidly. After remaining 
fairly steady for a year, they rose by 2} points a quarter during 1958 (iv) to 
1959 (ii). The series of consumption show a slight increase in food consump- 
tion, a rather larger increase in non-food, non-durables consumption, and a 
large increase in durables consumption, the value for 1959 (ii) being 260 
compared with 204 in 1958 (ii). The movements of imports and exports also 
conform to the general picture of recovery which brought the economy out of 
the recession, but to a point only a little above (in terms of activity) that 
reached by the end of 1957. 

When the forecast values are compared with the actual values the picture 
is seen to have been generally too pessimistic, and falls in production were 
forecast for the first two quarters of 1959. The forecast value for 1959 (i) 
is close to the true value, but that for the second quarter is nine points too 
small. Unemployment for 1959 (i) is accurately predicted, but roughly the 
the same level was forecast for 1959 (ii) compared with 1959 (i), whereas a 
sharp fall occurred. 

The values of the price and wage variables all reflect the pessimistic 
predictions for production, and substantial falls in these variables were 
forecast. The equations determining these variables are reversible, in that 
no distinction is made between positive and negative changes. In reality 
prices and wages increase more easily than they decrease. This shortcoming 
of the model was recognised in the text of the Forecast where it was predicted 
that prices and wages would remain steady rather than decrease. 

The consumption equations perform better, but tend to over-estimate the 
actual values. The direction of changes in consumption are all accurately 
predicted. The magnitude of the changes are reasonably accurate with the 
one exception that the large increase in the consumption of durables between 
1959 (i) and 1959 (ii) was under-estimated. In assessing the performance of 
the consumption equations it should be remembered that the quarter to 
quarter changes are largely the result of seasonal variation. So long as the 
pattern of seasonal variation remains unchanged it should be relatively easy to 
predict consumption. 

The predictions for imports and exports in 1959 (i) are reasonably good. 
Exports, in fact, were predicted exactly, but imports were under-estimated. 
In 1959 (ii), however, a continued decline in exports was forecast, where 
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there was actually a substantial rise. A rise in imports was correctly forecast 
but its magnitude under-estimated. 

When the Forecast was made, the values of the variables for 1958 (iv) 
were unknown. Compared with 1958 (iii) a substantial recovery of production, 
but one which did not make up the losses in the recession, was forecast. 
This happened, but the recovery was rather stronger than that forecast. 
Unemployment was forecast to rise sharply during the first part of the 
recovery. This too occurred, and the turning point in 1959 (i) was identified 
correctly, but the subsequent decline in unemployment was under-estimated. 
Consumption was expected to increase steadily. The increase was slightly 
over-estimated except for durables consumption in 1959 (ii). Prices and wages 
were expected to remain steady, but in fact wages rose. The level of foreign 
trade in 1959 (ii) was under-estimated. These results point to the conclusion 
that the up-turn was correctly forecast, but that the strength and speed of the 
recovery was under-estimated. 

The extrapolation, when compared with the Forecast, is seen to give 
better results for wage rates and earnings, for prices, and for imports, 
but worse results for consumption. For production, unemployment and 
exports the results are different, and it is difficult to say which are the more 
accurate. On the whole the extrapolated values for 1959 (ii) are more accurate 
than those for 1959 (i). 

The extrapolated value for production in 1959 (1) is too high, and that for 
1959 (ii) too low. The pure-extrapolation is considerably less than the 
forecast-extrapolation which is only two points below the actual value. 

The extrapolated values of unemployment are all less than those forecast. 
A decline is shown for 1959 (i) whereas a rise occurred. For 1959 (ii) the 
pure- and forecast-extrapolations give very different results, which are about 
equally above and below the actual value. It is clear that the equations deter- 
mining unemployment are sensitive to very small changes in other variables, 
and it could well be that small adjustments to the level of hours worked and 
total employment, similar to those made for the Forecast, would have changed 
the results considerably. The pure-extrapolation gave a value of total employ- 
ment 2.7 points too small. A correction of this amount in (37) would decrease 
the value of unemployment by 46 points, which is twice the error in the 
original figures. In absolute terms, 46 points represents about 140,000 
unemployed, compared with total unemployment of 475,000 in 1959 (ii). 

When we consider wages and prices we see that the values for 1959 (i) 
all show a fall, compared with a rise in the true values, but the fall is not as 
great as in the Forecast. In 19509 (ii) the forecast-extrapolation shows steady 
wages, and rising prices, while the pure-extrapolation shows all three variables 
rising sharply to levels a little above the true values. 

The extrapolated values of consumption are all too small, especially for 
durables, and there is very little difference between the pure- and forecast- 
extrapolations. The difference from the Forecast can be accounted for by the 
values of wage and salary incomes, and of tax-rates. In the Forecast a higher 
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value was assumed for the former and a lower value for the latter, compared 
with the estimates we have used in the extrapolations. 

The distributed lag in equation (6) for the consumption of durables has 
a negative coefficient. Unlike the other consumption equations, there is no 
strong presumption that the distributed lag in equation (6) should have a 
positive coefficient, since periods of high expenditure on durables could be 
followed by periods of retrenchment. Nevertheless, the suspicion remains 
that our poor results arise because we have not succeeded in estimating the 
structural equation, especially as estimates with a sample extended to 1958 
have a positive coefficient for the distributed lag. 

There is one important factor which does not enter equation (6), and 
which would probably improve its performance. Several attempts were 
made in constructing the model to incorporate a variable reflecting the effects 
of hire purchase controls. Unfortunately no significant results could be 
obtained, with the 1948-56 sample, and the variable had to be abandoned. 
Even if hire purchase controls played no independent part during that period, 
their relaxation in 1958 was partly responsible for the 1959 boom in consumer 
durables. 

Imports are more accurately predicted in the extrapolation than in the 
Forecast, but the values are still below the true values. As with unemploy- 
ment, the estimates of exports seem to be unstable. The Forecast gave a fall in 
1959 (i) to the true value, but the extrapolation gave a large rise. In 1959 (ii) 
all the predictions showed a similar fall, when in fact there was a rise, and the 
errors in the extrapolations cancelled out to give a value for 1959 (ii) which 
was only a little above the true value. 


Conclusions 

There are two questions which we may seek to answer as a result of this 
analysis: how much confidence should we place in forecasts such as those 
made in 1958? and what are the weak spots in the model which led to the 
greatest errors? 

It is clear that the Forecast values cannot be accepted as giving the levels 
of production, unemployment, consumption, wages, prices and foreign 
trade to the nearest point or two, and such a claim has never been made. Even 
if we have successfully estimated a set of structural equations, they are not 
deterministic equations, but contain a stochastic, or error, term. Unless we 
can predict the values of the error terms in particular quarters the most we 
may reasonably expect is to predict the order of magnitude of variables, and 
to pick out turning points. Success in achieving these aims alone would make 
the exercise worth while. Combined with forecasts made by other methods 
they would help to build up a comprehensive picture of the future outlook 
for the economy. Even in the light of this limited aim, the Forecast has not 
been uniformly successful, but it has predicted the direction of many of the 
changes accurately and for several of the variables has given predictions at 
least as accurate as could be obtained by other means. We feel that it is worth 
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investigating the deficiencies in the model, and attempting to improve its 
forecasting powers. 

The main weaknesses which have appeared in this analysis are in the 
equations determining employment (and unemployment) and wages and 
prices. The main objection to the wage and price equations lies in their 
reversibility. The identity (37), which has already been discussed, contributes 
considerably to the difficulty in predicting unemployment. Further difficulty 
appears to arise from the way in which the equations must be solved to give 
the computed value of industrial employment. In the solution, production is 
determined by equations (2)-(4), imports by equations (9)-(11), and hours 
worked by equation (21). These values are then substituted in the production 
function, equation (1), to give the value of industrial employment, E,. The 
values of E,, obtained in this way fluctuate more widely than the true values. 
And even comparatively small errors in the computed values of employment 
will lead to large errors in our index of unemployment. 

The excessive fluctuations in the computed values of E, occur presumably 
because changes in output per man hour are not taken into account in the 
equations leading to the value of E,. The changes in production during the 
period 1958 (iii) to 1959 (ii) were associated with changes in output per man 
hour rather than with changes in the number employed. Output per man 
hour (measured by P/hE,) rose by 13 per cent between 1958 (iii) and 1958 
(iv). In the next quarter it fell by one per cent, and then rose by three per 
cent. These movements are very similar to those in production. 

We have already pointed out that the speed of recovery was under- 
estimated. In part this happened because at a turning point factors which are 
not included in the production decision equations could be important. A 
model in which stocks play a more important role should give improvements, 
but it is also desirable to take account of business expectations if possible. 

Another difficulty connected with turning points arises from the fact 
that the turning points of different variables do not coincide in time. In 
particular, peak unemployment was reached in 1959 (i), whereas the recovery 
in production began two quarters earlier. The model did not seem to allow 
variables such as these to move out of step to a sufficient degree. 

Output per man hour appears in the model as a determinant of the 
spread between wage earnings and rates (equation (19)). This equation forms 
the main link between the variables expressed in real terms and those ex- 
pressed in money terms. Under-estimates of P/hE, lead to under-estimates 
of the wage spread. The pure-extrapolation gives an under-estimate of 
P/hE, of one-half per cent in 1959 (i), and of five per cent in 1959 (ii). These 
errors have, however, been offset by over-estimates of hours worked, and 
the net result for the extrapolation has been to over-estimate the wage spread 
for 1959 (i) and to under-estimate it for 1959 (ii). 

The export equations give unstable results, and it may be that factors 
relating to home demand, as well as to foreign demand for U.K. exports, 
‘hould be included in the equations. 
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THE DISTRIBUTION OF PERSONAL WEALTH IN 
BRITAIN 


By H. F. Lypatt and D. G. Tippinc 


INTRODUCTION 


In the past twenty years the distribution of personal income in Britain 
has become significantly less unequal. According to estimates made by one 
of the present authors the proportion of real disposable income received by 
the top one per cent of the population fell from about 123 per cent in 1938 to 
about 63 per cent in 1957 [1, p. 31]. But the resources available to an indi- 
vidual depend not only on his income but also on his capital (including his 
ability to borrow). Accumulated wealth can be used—to a greater or less 
degree—in the same way as income to give command over current goods and 
services. At the present time the stock of personally owned capital (including 
debts owed to persons by the government and others) is equivalent to about 
four years’ disposable income; and for those in the income class £2,000 and 
over it is, on the average, probably as much as ten years’ income. It is 
obvious, therefore, that people with appreciable amounts of capital (who are 
mostly but not exclusively in the upper income classes) are in a position to 
arrange their current expenditures without strict regard to their incomes. 
This freedom of manoeuvre is important not only to those who persistently 
overspend their incomes but also to that much larger class of persons who are 
able to use their capital to finance heavy temporary expenditures—such as on 
the education of their children—which may be of great long-term importance 
in maintaining their (or their children’s) standard of living and status in 
society. Wealth gives power; indeed, it gives more power than income, 
because it is largely free of current commitment (and of current taxation). 

For these reasons alone there is a case for paying some attention to the 
distribution of wealth. But there are two further reasons for an inquiry into 
this subject. The first is that, since ‘capital’ is the second of the great 
factors of production, the conditions governing its supply—one of which is 
the distribution of its ownership—are of fundamental importance. 

The second additional reason for studying the distribution of capital is 
one that is peculiar to this country. All previous studies have shown that the 
distribution of personal wealth in Britain is extremely unequal [3, 4, 5, 9]; 
and in a recent comparison [2]—based on survey data—it was found that the 
distribution of wealth was substantially more unequal in Britain than in the 
United States (and this despite the fact that the distribution of income in the 
two countries was rather similar, and if anything more unequal in the United 
States). 

Despite the various attempts that have been made to discover the facts 
about the distribution of capital in Britain, the most striking aspect of this 
subject is the statistical darkness which surrounds it. In this respect Britain is 
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no worse than most other countries (the main exceptions are the Scandinavian 
countries), but it is nevertheless remarkable that a subject which is of the 
importance indicated above has so far been kept so much of a mystery. 
One of the conclusions that will be drawn from. the present study is that the 
available data are grossly inadequate for the purpose in hand. 

The purpose of this paper is to see what can be done with existing data 
to throw light on the following questions: First, what is the current total value 
of net capital owned by persons in Britain? Secondly, how is this capital 
distributed? Thirdly, what are its major components, and how are they 
distributed? Fourthly, what is the degree of concentration of ownership of 
personal capital as a whole, and of its main components? Fifthly, what have 
been the trends in the degree of concentration of capital and in its com- 
position over the past few decades? And finally, how is capital distributed 
between age groups? 

But before we proceed to address ourselves to these questions we shall 
give a brief outline—in the following section—of the statistical sources and 
methods employed in this study. More complete details about the methods 
used are presented in the appendix. 


SUMMARY OF SOURCES AND METHODS USED 


Information on the distribution of personal wealth can be obtained at 
present from two main sources: the estate duty statistics and unofficial sample 
surveys. The estate duty statistics relate only to the persons dying in a given 
year and must therefore be further ‘ processed’ if they are to throw any 
light on the situation in the population as a whole. Sample surveys can be 
designed to be representative of the whole population, or of a specified part of 
it. Information about the distribution of personal net worth has been 
collected in two national sample surveys—the savings surveys of 1953 and 
1954—each of which was aimed to be representative of the non-institutional 
population of Great Britain. In this paper we shall make use of both these 
sources, drawing—in the case of the surveys—on the 1954 savings survey, 
which seems to have given a rather more complete picture than the preceding 
one [7, 2]. 

Both these sources suffer from serious defects. The estate duty returns 
cover only estates with a net value exceeding {£3,000 (before 1954, £2,000, 
and before 1946, £100); they exclude certain forms of property (e.g. immov- 
able property situated abroad, certain government securities, property settled 
on a spouse and passing on the death of the spouse, discretionary trusts, the 
assets of pension funds, and estates of persons killed on active service); and 
they undervalue others, either de jure, as in the case of owner-occupied houses 
in the post-war years (until 1958), or de facto, because of ‘ kind-heartedness ’ 
by the official valuers (as for certain types of household goods) or because of 
outright evasion (particularly likely in the case of cash and valuables in the 
deceased’s. own possession). Moreover, as estate duties are assessed on the 
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estates of individuals, it is not possible to discover from them the distribution 
of capital between families. Thus a growing tendency for owners of large 
properties to distribute their assets amongst the members of their families 
well in advance of death will affect the shape of the distribution of capital 
between persons, even though the distribution between families has remained 
unchanged. 

In spite of these defects, the estate duty returns remain our major source 
of information and the corner-stone of this analysis. The data from the savings 
surveys suffer from other defects, which make them even less reliable—on 
their own—for the purpose in hand. The principal difficulty with unofficial 
surveys is the impossibility of ensuring complete and accurate response. 
The 1954 savings survey achieved a response rate of only 67 per cent amongst 
the * income units ’ approached for interviews; and there was almost certainly 
a substantial amount of understatement of assets even by those who were 
* successfully ’ interviewed. In the outcome, the estimates of the total amount 
of personal capital which can be derived from this survey appear to represent 
only about two-thirds of the true amount. Nevertheless, the savings survey 
figures can be used to give some indication of the distribution of capital 
amongst persons with less than £2,000 of net capital; and this is the purpose 
for which they have been employed here. 

Savings survey estimates for the populati « are arrived at by multiplying 
the average net worth per income unit in the sample by the estimated total 
number of income units in the population. Estimates from the estate duty 
returns cannot, of course, be obtained in this manner, as the persons who die 
in any given period are not a random sample of the population. The prob- 
ability of death rises with age and differs between the sexes. But it is reason- 
able to assume that within each age-sex group death strikes more or less at 
random. Hence, if the estate duty returns are given for each age-sex group 
separately it is possible to ‘ blow-up’ the sample by the reciprocal of the 
mortality rate within each group.1 As a further refinement the mortality 
rates used in these calculations may be based on the mortality experience of 
persons in ‘ upper class’ occupations only, on the assumption that persons 
with taxable estates belong predominantly to such classes. This adjustment 
was first made by Daniels and Campion [3] in their estimates for the years 
1911-13 and 1924-30, and was continued by Campion in his estimates for 
1932-34 and 1936 [4]. 

Starts Hatt J pe the years 1951-58, and the estate duty returns for 
each year have been inflated by reciprocals of the estimated specific (age-sex) 
mortality rates of persons in Social Classes I and II, as defined in the 1951 
Census. The tables published by the Inland Revenue [8] show the number of 
estates on which duty was first paid in each financial year and the net capital 
on which duty was actually paid in that year, the estates being classified by 
ranges of net capital value, by country (England and Wales together until 


p : : Reese ns eo HenTeN 
1 This method was first applied by Bernard Mallet (without distinguishing sex) 
brectilly assembled by the Inland Revenue for the years 1905 and 1906/6]. 
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TaBLeE I 
Estimates of Aggregate Personal Capital from the Estate Returns for Great Britain 


Persons with over £2,000 net capital Aggregate 
net capital 


Number Percentage of all owned 

Year (’000) persons 20and over (f£ million) 
1951 aoe sas a5 sti6 a 2,920 8.4 30,310 
1952 Bir a a a6 ve 3,260 9.3 31,510 
1953 ci es ot: BOC Be 2,890 8.3 27,540 
1954 ms ave Bip Bee * 2,980 8.5 30,400 
1955 ass ae aes ba Be 3,080 8.8 29,620 
1956 $3: sf af Bs se 2,930 8.3 31,150 
1957 ce ae brs sa nee 3,470 9.8 33,750 
1958 Se oc oe woe es 3,870 10.9 38,100 
Average 1951-56 ... Er nee oF 3,010 8.6 30,090 


1957-58, and Scotland), by age (eight groups), and by sex. We have blown 
up the figures in each of these cells separately and aggregated the results to 
give estimates for Great Britain. As a rough approximation it can be assumed 
that the returns for each financial year relate to deaths occurring in the 
previous calendar year (e.g. returns for 1951-52 relate to 1951); but because 
the process of assessing estates for duty sometimes takes several years there 
are certain peculiarities in the figures, which mean that the estimates for a 
single year may not be entirely satisfactory. To overcome this difficulty we 
have averaged the results for the period 1951-56 to provide an estimate of 
the situation existing at the beginning of 1954, which happens also to be 
approximately the date of the 1954 survey. As will be seen, there was no 
obvious trend in aggregate capital values between 1951 and 1956, so that 
these years can conveniently be treated as a homogeneous group. 

The estate duty returns form the basis of our estimates of the distribution 
of capital amongst those possessing over £2,000. For those below this level 
we have used a variety of sources and techniques, which include (1) extra- 
polation of cumulative frequency curves, (2) evidence gleaned from the 1954 
savings survey about the relative holdings of particular assets by those above 
and below this level, and (3) information about total assets of persons (e.g. 
life funds) available from independent sources. A detailed description of how 
these calculations were made is given in the appendix. 


THE RESULTS 
Estimates from the Estate Duty Returns 


When the estate duty returns are blown up by the methods outlined in the 
previous section, and aggregated, we obtain estimates of the total net capital 
of persons with net capital above the exemption limit in Great Britain (no 
figures are available for Northern Ireland). The exemption limit was £2,000 
from 1951 to 1954 and £3,000 thereafter. For the year 1954-55 the returns 
show the number and value of estates falling between £2,000 and £3,000, 
from which estimates of the numbers and values in this range for the succeed- 
ing years have been made. The resulting figures are given in Table I. 
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TABLE II 
Distribution of Persons with over £2,000 Net Capital, Great Britain 
Average number 1951-56 Range of percentages 


Net Capital ('000) er cent over the six years 
£2,000— ... wa aR sais ae 1,788 Pood 58.5_-61.2 
£5,000— ... ae as 68 oe 639 FAN} 19.6—22.6 
£10,000— e. oe as aes 398 13.2 12.4—14.0 
£25,000— ae a8 see one 121 4.0 3.5— 4.4 
£50,000— ne we sae ai 44 1.5 1.2— 1.6 
£100,000— Th ace Sh ae 16 0.5 0. 0.6 
£250,000— a: 338 ws 566 4 0.1 0.1— 0.2 

Oral} “Et ant ae. €5; 3,010 100.0 —_ 


With the exception of a rather surprising upward fluctuation in the 
numbers in 1952, followed by a downward fluctuation in the values in 1953, 
the figures for the years 1951-56 appear to relate to a very stable situation. 
In 1957 and 1958, however, there seems to have been an upward trend both 
in the numbers and in the values. It is difficult to isolate the reasons for 
this trend, since the big rise in equity prices began in 1954, and house prices 
also began rising about the same time. The explanation may be that there is 
a longer average time lag in assessment than we have assumed. In any case, 
however, it seems reasonable to take the years 1951-56 as a group and to 
assume that the average of these years is the best estimate available of the 
situation existing early in 1954. 

Table II shows the average estimated number of persons in each range 
of net capital in 1951-56 and the same figures expressed as percentages of the 
total number of persons with over £2,000. As can be seen from the last 
column, the percentage of persons in each capital range fluctuated from year 
to year within the period. Chi-squared tests for each year (of the original 
estate duty figures) show significant differences from the average of the 
period in all the years (one at the five per cent level and the remainder at the 
one per cent level). This could be due to real fluctuations in the distribution 
of wealth (as opposed to those arising from sampling errors); it could also 
arise from changes in the time-lag between death and valuation. 


The Overall Distribution of Capital 

In order to estimate the distribution of capital amongst all persons it is 
necessary to make a decision about the scope of the population capable of 
owning capital. In most earlier studies [3, 4, 5] it was assumed that this 
population included only persons aged 25 and over; but we have thought it 
more realistic to lower this limit to 20 and over. Starting from the average 
figures for 1951-56 derived from the estate duty returns, (1) we have added 
estimates of the distribution of capital amonst persons with less than £2,000, 
(2) we have slightly rounded the distribution of persons above this level, and 
(3) we have increased somewhat the amount of capital estimated to be owned 
by them. Explanations of all this are given in the appendix, Table III gives 
our final estimates, 
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In broad outline these figures suggest that total personal net capital in 
early 1954 was about £40,000 million. Of this, nearly £31,000 million was 
owned by three million persons possessing over £2,000 each; and the remain- 
ing £9,000 million was owned by the other 32 million persons aged 20 and 
over. In the top capital group there are 20,000 persons with more than 
£100,000 each and an average holding of over £250,000; in the bottom 
group are 16 million persons with less than £100 each and an average holding 
of less than {50. 

In compiling these figures no adjustment has been made for capital 
which escapes assessment. The most important deficiencies in this respect 
arise from the exemption of pension funds, property settled in trust on a 
spouse (which is exempt from assessment when the spouse dies) and property 
in the hands of discretionary trusts (which may avoid assessment for an almost 
indefinite period). Pension funds at the end of 1953 amounted to about 
£2,000 million; but no one knows how much property is held by trusts. It 
is believed that property avoiding duty because of settlement in 1954 was 
about 10 per cent of the amount of net capital actually assessed. If this is so, 
an addition of about £3,000 million should be made under this head; and, 
with a further allowance of perhaps £1,000 million for discretionary trusts, 
the amount of personal net capital in 1954 might be estimated at about 
£46,000 million. It would not be unreasonable to assume that the whole of 
the trust capital belonged to those with over £2000, and about half the 
pension funds, giving them altogether about £36,000 million out of £46,000 
million, or approximately 78 per cent of the total. 

Our estimates of total capital are substantially higher than those made by 
Kathleen Langley for 1951 [9] and, more recently, by E. Victor Morgan for 
1954 [10]. Part of the difference is due to the large allowance made above 
(admittedly arbitrarily) for trusts. The difference from Miss Langley’s 
figures is also due to her use of general mortality rates instead of ‘ upper 
class ’ mortality rates. Professor Morgan’s estimate of aggregate personal net 
capital in 1954, including pension funds but excluding trusts, comes to less 
than £36,000 million, compared with our figure—on the same basis—of 
£42,000 million. It is not possible to discover the exact reasons for this very 
wide difference; but it seems that Professor Morgan has made much smaller 
allowance for the capital holdings of those with less than £2,000 than we have 
done, and a much larger allowance for liabilities. From such evidence as we 
have, from the savings surveys and other sources, we believe that we are 


nearer to the truth than he is. 
The Components of Personal Capital 


Total net capital owned by those above the exemption limit can be 
broken down into its major components with the help of a table published by 


1 Professor Morgan himself admits that his estimates are too low when compared with 
other data arising from his study [10, pp. 185-6]. 
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TABLE III 
Estimated Distribution of Personal Net Capital in Great Britain, early 1954 


: Number of persons Amount o 
N. et capital aged 20 or over net meds 
(original ranges) (000) (£million) 
Under £100 Se 638 sais Bae ss eis 16,000 685 
£100— i... wee = aaa Si ae sits 10,500 2,800 
£500— Scie one aa si Sis na sisi 3,100 2,365 
£1,000— ... atthe =o we oe hr seis 2,400 3,300 
£2,000— ... vo Se ses ae Te Je 1,780 5,930 
£5,000— ... sai oe ia ay ok isd 640 4,930 
£10,000— ... se sibs af ae ax Cr 400 6,990 
50'000—. shh van ss sas as Sie 120 4,140 
,000— sats 5Be ae Sas ms ane 40 3,295 
£100,000— ads me hae Res age aie 2 5,665 
TOTAL ois Asie a's ie nae ae See 35,000 40,100 


TABLE IV 


Estimated Components of Total Personal Capiial in Great Britain, early 1954 
(£ million) 
Held by persons with net capital of: 
£2,000 and under Over £2,000 Total 


Cash and bank deposits... se et ‘ 2,900 4,600 7,500 
Shares and deposits in building societies, co- 

operative societies, etc. and mortgages, bonds, 

bills, ete. eae So Si oe = 550 2,700 3,250 
Government and municipal securities... = 1,500 6,000 7,500 
Stocks and shares in companies ... gets er 200 8,500 8,700 
Land, buildings and trade assets ... sich me 3,250 7,750 11,000 
Household goods ie 385 ras aon 500 700 1,200 
Other property, income due, etc. ... Ar nee 100 1,100 1,200 
Life insurance funds He sa ane 8 1,550 1,000 2,550 
Total assets ... ies ae B55 eb ee 10,550 32,350 42,900 
Total liabilities a5 oe rad Nas Bus 1,400 1,400 2,800 
Total net capital ... re an be a 9,150 30,950 40,100 
Number of persons aged 20 and over As «-- 32,000,000 3,000,000 35,000,000 


the Inland Revenue [8] which gives the composition of assessed estates by 
ranges of value. It has to be assumed for the purpose of this calculation that 
the composition of capital (within any given range) is uniquely determined by 
its size, and not by the age or sex composition of its owners.’ For each of 
these assets, and for total liabilities, we have made estimates of the amounts 
owned by those below the exemption limit, with the help of cumulative 
curves extrapolated downwards and of data from the savings survey and other 
sources. The results of these calculations—more fully described in the 
appendix—are given in Table IV. All the figures are heavily rounded so as to 
make it clear that little accuracy is claimed for them. Nevertheless, they may 
be useful as an outline of the broad picture. It must also be remembered that 
these figures—like those in Table III—exclude pension funds and trusts. 


1 Mr. J. R. S. Revell, of the Cambridge Department of Applied Economics, has recently 
arranged for tabulations of each asset by age, sex and total capital range, from which he 
will be able to check the validity of this assumption. 
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TABLE V 
Concentration of Ownership of Various Assets, Great Britain 1954 


Percentages of total owned by: 
Top1%  Top5% Top 10% 
Total personal net capital (excluding pension funds and 


trusts) a cis : ; 43 68 79 
Cash and bank deposits... a ste BS aa 23 48 64 
Goverriment and municipal securities... aoe sia 42 71 83 
Stocks and shares in companies ... wee ae ‘aie 81 96 98 
Land, buildings and trade assets ... ta af dee 28 58 74 
Net capital of person at lower limit ae Abe ... £15,000 £3,550 £1,700 


Very roughly, it seems that about a quarter of total personal net capital is 
invested in land, buildings and trade assets, or, if we add household goods, 
about 30 per cent in physical assets. Of the remaining 70 per cent (approx- 
imately £28,000 million) one quarter consists of cash and bank deposits, one 
quarter of government and municipal securities, about 30 per cent is in 
stocks and shares, and the remainder is distributed over other assets. 

Liquid assets owned by persons in 1954 consisted of £7,500 million of 
cash and bank deposits, about £2,000 million in building societies and co- 
operative societies, and £3,000 million in national savings securities, making 
about £12,500 million in all, or about 30 per cent of total net capital. 

It will be seen that nearly all stocks and shares in companies are estimated 
to belong to those with net capital of over £2,000, as well as four-fifths of 
government and municipal securities. People with less than {£2,000 keep 
most of their capital in cash, bank deposits (including savings banks), govern- 
ment securities (mostly national savings certificates), houses, and life insur- 
ance. In addition they probably have a large share in accumulated pension 
funds (perhaps as much as £1,000 million out of £2,000 million). 


The Concentration of Ownership of Capital 


Personal wealth, as we have said, is very unequally distributed in this 
country. From the data assembled for this study it is possible to estimate— 
by interpolation—the proportions of total net capital (excluding pension funds 
and trusts) owned by various strata of the population. Table V gives figures 
for the top one per cent, top 5 per cent and top ro per cent respectively of the 
adult population of Great Britain. 

These estimates suggest that in 1954 the top one per cent of British adults 
owned 43 per cent of total net capital and the top 10 per cent 79 per cent. 
This distribution is very much more unequal than the distribution of income 
—either before or after tax. In 1954 the top one per cent of incomes (married 
couples and single adults) received about 54 per cent of ‘ allocated ’ income 
after tax, and, according to a rough estimate about 7 per cent of total income 
[1, p. 31]; and the top ro per cent of incomes received about 25 per cent of 
allocated income after tax [1, p. 14]. Lorenz curves comparing the dis- 
tribution of total net capital and of allocated income after tax are shown in 
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Lorenz Curves of Post-tax Income 
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and Net Capital, 1954 
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Fig. 1.1 The Gini coefficients of concentration are 0.34 for Income and 0.87 
for Capital (1.00 being the maximum concentration possible). 

Amongst the different types of asset, some are highly concentrated in the 
hands of the top strata of capital owners and others less so. As can be seen 
from Table V, stocks and shares of companies are very highly concentrated, 
some 81 per cent being held by the top one per cent of persons and almost 
all by the top 10 per cent. Government and municipal securities are dis- 
tributed very similarly to total capital; but cash and bank deposits, and land, 
buildings and trade assets, are somewhat more widely dispersed. 


1 These curves are not strictly comparable because they show the concentration of 
capital amongst persons aged 20 and over, and the concentration of income amongst income 
units (married couples and single persons with incomes above £50). But these differences 
in definition could not account for more than a very small part of the differences in degrees 
of concentration shown. Both sets of data have been cumulated from the lowest ranges 


upwards. 
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TaBLE VI 


Changes in the Percentages of Personal Net Capital Owned by Various Groups of the 
Population, 1911-1956 


(England and Wales, persons aged 25 and over) 


vatum of the Population 1911-13 1924-30 1936 1951-56 
Top ae on te re a ate ee O25 59.3 56.0 42.0 
Top 5 per cent me sis sa ae ciclo OLO) 82.5 81.0 67.5 
Top 10 per cent ae ae ee ser ee 900 89.5 88.0 79.0 
Top 20 percent... ding ane ae 36¢ —_ 96.0 94.0 89.0 


Sources: 1911-13 and 1924-30 from Daniels and Campion [3]. 
1936 from Campion [4]. 
1951-56: see text. 


Trends in the Concentration of Capital 


Estimates of the distribution of capital amongst persons aged 25 and 
over in England and Wales were made by Daniels and Campion for 1911-13 
and 1924-30 [3], and by Campion for 1936 [4]. In order to continue this 
series we have computed estimates for persons aged 25 and over in England 
and Wales in 1951-56. By interpolation on double-logarithmic cumulated 
curves of (a) numbers of persons and (b) amounts of net capital, we have 
estimated the proportions of total net capital owned by various strata of the 
population, starting from the top. These figures, given in Table VI, suggest 
that in the period from 1911-13 to 1936 there was a slow but persistent 
tendency towards less inequality. But in the final period—from 1936 to 
1951-56—the distribution of capital appears to have altered much more 
radically. 

In interpreting these figures we must again bear in mind, first, that they 
exclude pension funds and trusts; and secondly, that there has probably been 
an increasing tendency for large owners of property to distribute their 
property amongst their families well in advance of death.1 This tendency has 
probably been reinforced by an increasing tendency to take advantage of the 
Married Woman’s Property Act, under which the proceeds of insurance 
policies on the life of the husband which have been made over absolutely 
to the wife are treated as separate estates. The effect of all this will be to 
reduce the apparent concentration of capital in the hands of the top one per 
cent of owners. But very little such property is likely to find its way into the 
hands of persons below the top ten per cent of property owners, since the 
pe per cent in 1951-56 included everyone with more than £1,700 of 
capital. 

Thus it is almost certainly misleading to take account solely of the trend 
in the share of capital owned by the top one per cent of persons. If, however, 
we make the assumption that redistribution within families affects only the 
distribution within the top ten per cent of persons, but not beyond that 
range, it is possible to gauge the trend in the distribution of capital by measur- 
ing the share of total capital owned by the top ten per cent of persons. We 


1 In order to escape assessment in the donor’s estate, gifts inter vivos must have been 
made at least five years before death. Redistribution of capital through gifts will not 
alter the estimate of total personal capital, unless donors succeed in choosing donees with 
an average expectation of life above that for their age and sex group. 
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can see from Table VI that this share declined only very slightly from 1911-1 a 
to 1936; but from 1936 to 1951-56 it fell from 88 per cent to 79 per cent. 

How far would these figures be altered if we could take into account the 
distribution of beneficial ownership of pension and trust funds? In our 
present state of ignorance it is impossible to give any reliable answer to this 
question. Campion [4] guessed—with the help of the Inland Revenue— 
that settled property escaping assessment in 1936 was of the order of 5 per 
cent of property assessed. In 1954, as we have said, it seems probable that 
this proportion may have risen to about 10 per cent. Pension funds in 1936 
were very small, perhaps only £400 million, but most of this would be owned 
by the top ro per cent of property owners. In 1954 pension funds amounted 
to about £2,000 million, of which, as we have suggested above, about half 
may have been owned by the top ro per cent of owners. About discretionary 
trusts we know nothing. For the sake of example, however, let us assume 
that in 1936 the top 10 per cent of property owners in Great Britain owned 
£1,000 millions of settled property, £300 million of pension funds and £300 
million of discretionary trust funds, while in 1954 they owned £3,000 million 
of settled property, £1,000 million of pension funds and £1,000 million of 
discretionary trust funds. (The remaining {100 million of pension funds in 
1936 and £1,000 million in 1954 are assumed to belong to the bottom go 
per cent of property owners.) With this combination of assumptions the 
proportion of total capital owned by the top ro per cent of property owners 
shows a decline from 88.5 per cent in 1936 to 79.5 per cent in 1954, which is 
virtually the same as the decline shown in Table VI)* 

We believe, therefore, that it is fairly safe to conclude that there has been 
some reduction in the inequality of wealth in the past twenty years. But the 
extent of this change should not be exaggerated; nor can it be known at all 
certainly unless the authorities are prepared to collect (and publish) much 
more information than exists at present about the capital owned by trusts 
and about the characteristics of their beneficiaries. 


Comparison with the United States 

In a recent study of the concentration of personal wealth in the United 
States [11] Robert J. Lampman has estimated that in 1954 the share of total 
personal net capital (excluding pension and trust funds) owned by the. top 
one per cent of Americans aged 20 and over was about 24 per cent. If this 
is compared with our figure for Great Britain of 43 per cent (Table V) it is 
obvious that the concentration of personal wealth in this country is much 
greater than in the United States (see also [2]). In the 1920s the difference 
between the two countries in this respect was even more striking. Lampman 
estimates that 32 per cent of personal net capital was owned by the top one 
per cent of American adults in 1922, and 36 per cent in 1929. In England 

1 For the sake of this example the percentages given in Table VI have been applied to 


estimates of total capital in Great Britain in these years in order to estimate the amounts 
owned by the top 10 per cent in each year. 
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TABLE VII 
Estimated Components of Personal Net Capital in Great Britain, 1936 and 1954 
Amount Per cent of total 
Components (£ million) net capital 

‘ 1936 1954 1936 1954 

Cash and bank deposits ... sas me aie 2,300 7,500 11.5 18.7 
Building societies, etc. ‘ Hf: ae Me 1,900 3,250 9.5 8.1 
Government and municipal securities ... Sard 4,300 7,500 215 18.7 
Stocks and shares in companies nate sc 6,450 8,700 32.3 21:7 
Land, buildings and trade assets nr 25 4,250 11,000 21.2 27.4 
Household goods ... rn P. Re a 600 1,200 3.0 3.0 
Other property, etc. Si Ook Sie Sep 800 1,200 4.0 3.0 
Life insurance funds arr Res Ae pi 1,200 27550 6.0 6.4 
Total assets... Suis ae as pce 2 OU 42,900 109.0 107.0 
Total liabilities AG tee wae ... —1,800 —2,800 —9.0 —7.0 
Total net capital se Reis SBo ne 20,000 40,100 100.0 100.0 


and Wales, according to Daniels and Campion’s figures [3], the comparable 
figure for 1924-30 was at least 60 per cent (see Table VI).? It is probable 
that the concentration of personal wealth in Britain has always been greater 
than in America. In 1890, according to G. K. Holmes and C. B. Spahr 
(quoted in [11, p. 388]), the top one per cent of American families owned 51 
per cent of total wealth; but Lampman believes that this must be an over- 
estimate. 


Changes in the Composition of Personal Capital 


In 1936 total personal net capital (excluding pension and trust funds) in 
Britain was estimated by Campion [4] to be about £20,000 million. This can 
be broken down, by similar methods to those used by us for 1954, into its 
major components. Rough estimates for the two years are set side by side in 
Table VII. 

It is interesting to note, first, that over this period total personal capital 
approximately doubled, whereas personal disposable income increased nearly 
threefold and consumer prices increased nearly two and a half times. Thus 
the relative economic significance of accumulated capital declined. If, how- 
ever, we include pension and trust funds in total personal capital, it is prob- 
able that it increased between 1936 and 1954 more than twofold—from about 
£21,000 million to about £46,000 million, or by about 120 per cent. 

Within the total some assets have increased faster than others. Cash and 
bank deposits increased more than threefold and land, buildings and trade 
assets nearly as fast (the main influence in the latter case being the rate of 
increase in the value of buildings). Government and municipal securities 
almost doubled; but a great deal of this was caused by the expansion in 
holdings of national savings securities, which increased sixfold. Other 
British government securities rose much less rapidly, and personal holdings 
rv yan and foreign government securities—at market value—probably 

eclined. 


1 The figures in Table VI relate to persons aged 25 and over. If th u : 
population aged 20 and over they would be slightly higher. ey ae adjusted to a 
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TaBLE VIII 
Distribution of Assets Among Top 10 Per Cent and Bottom 90 Per Cent of Adults 
(persons aged 20 and over in Great Britain) 
Per cent of total net capital owned by 


Components Top 10 per cent Bottom 90 per cent 
1936 1954 1936 1954 
Cash and bank deposits ... a ee ei 9.1 15.0 28.4 33.3 


Building societies, etc. 


Government and municipal securities ... Me 23.0 19.4 U2 16.0 
Stocks and shares in companies en 3h 36.3 26.6 4.1 20 
Land, buildings and trade assets 20.7 25.3 25.4 35.8 
Life insurance funds ibs om. ke 2 3.9 3.4 PTA 17.9 
All other assets, net of liabilities 338 Hh —2.1 Lez —2.4 —11.7 

Total Net Capital ae ao +. = 100.0 100.0 100.0 100.0 


Total personal holdings of stocks and shares in companies (including 
private companies) increased between 1936 and 1954 by only about a third. 
(In the past few years, however, the rise in equity values will have changed 
this picture rather substantially) . Somewhat surprisingly, personal holdings 
of public company shares seem to have remained a fairly constant proportion 
(about half) of the total value of such securities quoted on the Stock Exchange. 

As a result of the varying rates of increase of the different components of 
personal capital, the shares of total net capital represented by the different 
components have changed. Cash and bank deposits have increased their 
share substantially, as also land, buildings and trade assets. The share of 
company securities fell (up to 1954) quite sharply, and of government securi- 
ties to a smaller extent. In general, there has been a shift in the proportions 
away from ‘upper class’ assets and towards ‘ popular’ assets. This shift was 
partly the result of the overall redistribution of wealth, but it also occurred 
within wealth groups. As can be seen from Table VIII, broadly the same sort 
of shift in the composition of assets occurred amongst both the top ro per 
cent of wealth owners and amongst the bottom go per cent. 


Distribution of Wealth between Age Groups 

It is a well-known fact that average wealth increases with age, so that a 
disproportionate share of total personal capital is owned by elderly people. 
To a large extent, of course, this is the consequence of a planned substitution 
of capital for earning power. 

We have made some approximate estimates of the distribution of total 
capital (excluding pension and trust funds) between age groups, and these 
are summarised in Table IX. It will be seen that the proportion of persons 
owning over £2,000 of net capital shows a steady rise with age. Reflecting 
this, nearly half of total net capital is owned by persons aged 55 and over, who 
represent less than a third of the adult population. Average net capital per 
person rises from about £330 in the 20-24 age group to over £2,000 in the 
group aged 75 and over. But a very large number of old people have little 
or no capital. According to the 1954 savings survey nearly half the income 
units in which the head was aged 65 or over owned less than £50 of net worth 
(not counting household goods and personal effects). 
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TaBLE IX 
Estimated Distribution of Capital between Age Groups, Great Britain, 1954 


Per cent of Per cent of 
Per cent in total net total popula- Average 
groupowning capitalowned tionaged 20 net capital 


over by age and over in per person 
Age group £2,000 group age group £ 
20— a Ae 300 ABA 1.6 2.6 9.1 330 
25— sae ote ape as 3:5 119 20.3 670 
35— 6.1 15.9 20.3 900 
45— 9.7 21.7 19.7 1,260 
55— 13.0 20.2 14.9 1,550 
65— 16.1 16.9 10.4 1,860 
75— 18.4 10.8 5.3 2,310 
Total “ae sais mae a 8. 100.0 100.0 1,140 


Within age groups the greatest degree of concentration of wealth is 
amongst the youngest adults. Of those aged 20-24 less than 2 per cent have 
more than £2,000; and the dispersion amongst these is very wide. Average 
net capital held by those with more than £2,000 varies from nearly £16,000 
per person for those aged 20-24 to less than {10,000 per person for those in 
the age groups 45-74. In the final age group (75 and over) it rises to about 
£11,000. Amongst those with over £100,000 the average for the under 45’s 
in 1951-56 was as high as £450,000, compared with less than £250,000 for 
those above this age. Presumably, this difference is largely the result of 
deliberate redistribution of very large fortunes by older people in anticipation 
of death. It thus gives some indication of the influence of the estate duty tax 
structure on the shape of the apparent distribution of wealth. 


SUMMARY AND CONCLUSIONS 


The study of the distribution of wealth is important, first, because of the 
economic and social power which wealth confers (independently of income), 
and secondly, because of the influence which the distribution of wealth exerts 
on the supply of capital. In addition, there is a special reason for giving 
close attention to this problem in this country since the distribution of wealth 
in Britain is exceptionally unequal. 

The data available for such a study are, however, very inadequate. For 
those with net.capital of over £2,000 (who represent about 10 per cent of all 
adults) there is a good deal of information from the estate duty returns. 
Although these are deficient in several respects, they can be used, in con- 
junction with estimated ‘upper class’ mortality rates, to obtain rough 
estimates of the distribution of capital amongst persons owning more than 
£2,000. ‘These estimates exclude property settled on spouses and capital 
owned by discretionary trusts and pension funds, as well as certain less 
important items. The values of some goods are also understated. 

For the rest of the population the principal direct source is the savings 
surveys of 1953 and 1954, which attempted to obtain figures for total net 
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worth (with certain exceptions) from a representative sample of the non- 
institutional population. These figures are also not entirely reliable, because 
of a downward bias in response; but they have been used, together with other 
information, to arrive at rough estimates of the amounts of capital owed by 
persons below the estate duty exemption limit. 

The estate duty returns suggest that in the years 1951-56 the total value 
of personal net capital remained fairly stable. In 1957 and 1958, however, 
there were distinct increases in the value of property held by those above the 
exemption limit. In order to smooth out errors in the annual figures, we have 
averaged the estimates of numbers of persons and of total capital above 
£2,000 for the years 1951-56 and treated these results as applying to the mid- 
point of the period, i.e. early 1954. This was also the date of the 1954 savings 
survey. 

Our final estimates of the distribution of capital (excluding pension and 
trust funds) suggest that in early 1954 the total value of personal net capital 
in Great Britain was about £40,000 million. This is almost exactly double the 
amount estimated by Campion for 1936. If pension and trust funds were 
included, the total for 1954 might be of the order of £46,000 million, which 
would be more than twice the equivalent figure in 1936. 

The concentration of ownership of capital is much greater than the 
concentration of income. Out of total real disposable income the top one 
per cent of income units received in 1954 only about 7 per cent; out of total 
personal net capital (excluding pension and trust funds) the top one per cent 
of persons aged 20 and over in 1954 owned 43 per cent. 

Wealth is much more unequally distributed in Britain than in the United 
States. In 1954 the top one per cent of Americans aged 20 and over are 
estimated to have owned only about 24 per cent of total personal net capital. 

Over the past twenty years there has been some reduction in the inequality 
of personal wealth in Britain. Capital owned by the top one per cent of 
persons aged 25 and over (in England and Wales) fell from 56 per cent of the 
total in 1936 to 42 per cent in 1951-56. Part of this fall, however, must be 
attributed to an increasing tendency to redistribute capital within families, in 
order to minimise death duties. But, since almost all of this redistribution is 
likely to take place within the top ten per cent of persons, the tendency 
towards less inequality can be shown by the decline in the share of the top 
ten per cent of persons, which fell from 88 per cent in 1936 to 79 per cent in 
1951-56. 

1S hese changes in the distribution of wealth are reflected in changes in the 
composition of the total personal balance sheet. The proportions of liquid 
assets and physical property (especially owner-occupied houses) in the total 
have risen and the proportion of stocks and shares has declined (up to 1954). 
But similar changes have also occurred within similar layers of the population 
(in terms of their ranking by total capital). 

Estimates of the distribution of capital between age groups confirm the 
well-known fact that average wealth increases with age. Within age groups 
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the greatest degree of concentration is amongst the youngest. Much of this, 
however, probably reflects a redistribution of capital between age groups 
designed to avoid death duties. , 

Although our.figures give some indication of the distribution of wealth in 
Britain in the 1950s, the most striking thing about them is their extreme 
roughness. The fact is that existing sources of data on personal wealth are 
quite inadequate for a serious study of the problem. Different investigators 
arrive at different conclusions, even in some cases about the orders of magni- 
tude of the figures; and none can be sure which, if any, are the more reliable 
figures. In view of the extreme inequality of wealth distribution in Britain, 
and of the economic and social effects of this inequality, it is time that steps 
were taken in this country to collect better and more comprehensive statistics 
about the ownership of personal capital. 


APPENDIX 


ESTIMATING METHODS EMPLOYED 


1. The Blow-Up of the Estate Duty Returns 


The estate duty data are taken from the annual Reports of the Commis- 
stoners of Her Majesty’s Inland Revenue for the years ending March 31st, 
1952 to 1959. For each year the Reports contain tables of numbers of estates 
first paying duty in that year and the amount of capital on which duty was 
actually paid, classified by country (England and Wales together, and Scot- 
land), by age (eight significant groups and one for ‘ age not stated’), by sex, 
and by range of net capital value of estate (seven groups). 

The data for each financial year can be assumed broadly to apply to the 
estates of persons dying in the preceding calendar year (i.e. it is assumed 
that there is an average time lag of three months in assessment); but some 
estates—especially the very largest—take several years to complete, and this 
causes some further difficulty. For example, in a period of rising values this 
extra time-lag is likely to produce an under-estimate of the value of estates 
falling in each year. Fortunately, in the period 1951-56 the total number and 
value of estates subject to duty remained relatively stable, so that we con- 
sidered it not inappropriate to average the (blown-up) figures for these years 
and regard the results as applying to early 1954. 

In order to blow up the Inland Revenue data it is necessary to estimate 
suitable mortality rates for each age-sex-country class. For this purpose we 
started with general mortality rates for each age-sex-country class derived 
from the Annual Abstract of Statistics. But owners of property above £2,000 
are likely to have lower mortality rates than the general population. We 
assumed—following Daniels and Campion [3 ]—that their mortality rates would 
correspond more closely to the average rates for Social Classes I and II, as 
defined in the Population Census. These classes cover so-called ‘ pro- 
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fessional ’ and ‘ intermediate’ occupations, married women being classified 
according to the occupation of their husbands. The total number of persons 
in these two classes in 1951 was almost twice as great as our estimate of the 
number of persons with estates above £2,000, so that mortality rates based on 
their experience may be over-estimates rather than under-estimates of the 
rates appropriate to persons with over £2,000 of capital. 

“Social class’ mortality rates can be calculated only for the years in 
which a Census is taken, and we have had to assume that the proportionate 
difference between general mortality rates and ‘ upper class’ mortality rates 
remains constant during the years following each Census. Thus the procedure 
followed was to estimate ‘ upper class’ mortality rates in 1951, to compare 
them with general mortality rates in the same year and to adjust the general 
mortality rates in subsequent years by the same proportions as were found to 
apply in 1951. : 

Social class mortality rates for England and Wales, based on the mean 
number of death registrations in the years 1949-53 and the Population Census 
for 1951, are given in [12]. Separate figures are given for males, for married 
women, and for single women. But before using these figures we were 
obliged to make certain adjustments. The first adjustment arises from the 
fact that some people fail to record their occupation (or previous occupation) 
in the Census schedule. Similarly, such data are sometimes (but less fre- 
quently) omitted from the death registrations. It was necessary to make some 
assumption about the social class distribution of such people and—for want 
of any better—we decided to distribute them proportionately over the social 
classes in the Census and in the death registrations respectively. 

Secondly, there is a tendency for the death registrations to give a some- 
what more rosy view of the social class distribution of the deceased than the 
Census. In a special matching study of Census schedules and death regis- 
tration statements for 10,000 deaths registered 3 weeks after the 1951 Census 
the General Register Office found significant discrepancies, and—in the 
case of males—a distinct upward bias in the recording of social class in the 
death registers. On the basis of this sample it would appear that the ‘ upper 
class’ mortality rates for males given in [12] are over-estimated by 8.3 per 
cent. We have, therefore, adjusted our estimates of ‘ upper class’ mortality 
rates for males to this extent. 

Since information about the social class of widowed and divorced females 
is very poor, our calculations of female social class mortality rates have been 
based solely on the relation between general mortality rates and‘ upper class ’ 
mortality rates for married and single women combined. 

For Scotland the distribution of males by social class—as recorded in the 
1951 Census—is given in [13]; and the distribution of male deaths by social 
class—for the years 1949-53—is given in [14.] In each case, as for England 
and Wales, we distributed the ‘ unoccupied’ proportionately amongst the 
social classes and, in the absence of a special matching study for Scotland, we 
assumed that there was the same net upward bias in recording the social 
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TABLE A 
Estimated ‘Upper Class’ Mortality Rates as Percentages of General Mortality Rates 
in 1951 


syle ik Ate tn Ge 2 Blin) a cee Jee SS SS ee ee 


Age groups 
20- 25- 35— 45- 55- 65- 75 and 
24 34 44 54 64° 74 over 


England and Wales 


Males... J «| 96.4 15D 74.2 80.6 83.7 87.5 91.8 

Females ... date aa} OOnd 72.5 84.6 89.4 92.9 91.5 92.5 

Scotland 

Males 87.9 76.6 81.2 80.3 85.8 95.4 95.6 
61.1 


Females ... 735 925 887 952 998 96.4 


class of male deaths in Scotland as in England and Wales. In this manner 
we arrived at estimates of ‘ upper class’ mortality rates for males in Scotland 
in 1951. 

No information has been published about the social class distribution of 
female deaths in Scotland, so we were obliged to estimate the ‘ upper class ’ 
mortality rates of Scottish females in 1951 indirectly. We first assumed that 
the ratio of ‘ upper class’ male and of ‘ upper class’ female mortality rates 
would be the same in Scotland as in England and Wales. But when we 
performed the same calculation for general mortality rates we found that it 
resulted in under-estimates of the general mortality rates for females in 
Scotland. So we adjusted our provisional estimates of ‘ upper class ’ female 
mortality rates in Scotland by the ratio of the actual general mortality rates 
for females in Scotland to the ‘ calculated’ general mortality rates. The 
resulting figures are obviously not very reliable; but such errors as they 
contain will have relatively little effect on the aggregate estimates of capital for 
Great Britain as a whole. 

The outcome of all these calculations was a series of estimated ratios of 
“upper class’ mortality rates to general mortality rates in 1951. These are 
given in Table A. 

It will be noted that the mortality rate of ‘ upper class ’ males aged 20-2 
has a smaller proportionate deviation from the rest of the population than 
that of most of the higher male age groups. This may be because young 
“upper class’ males engage in various risky undertakings, including the — 
driving of fast cars. It will also be noted that the Scottish figures show less 
consistency than those for England Wales, which suggests that they are of 
less reliability. 

With the help of this table we proceeded to estimate ‘ upper class’ 
mortality rates for each of the years 1951-58, by multiplying the general 
mortality rate for each age-sex-country class in each year by its corresponding 
_ ‘correction factor’, as given in the table. Next, we multiplied the figures 
published by the Inland Revenue of the numbers and values of estates paying 
duty by the reciprocals of these ‘ upper class ’ mortality rates, thus estimating 
the total numbers of persons owning capital above the exemption limit in 
Great Britain as a whole, and the amount of capital owned by them. For the 
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purpose of these calculations we assumed (1) that estates covered by the 
heading ‘ age not stated’ in the Inland Revenue tables could be distributed 
proportionately (within estate ranges) amongst the reported age groups, (2) 
that the reciprocals of the mortality rates for persons aged 20-24 could be 
applied to estates of persons aged ‘ under 25 ’, and (3) that estates of persons 
aged 75 and over could be combined in a single class (no information being 
available for distinguishing ‘ upper class ’ mortality rates for persons aged 85 
and over). 

The number of persons with net capital between £2,000 and £3,000, and 
the total net capital value of their holdings for the years after 1954 (when the 
exemption limit was raised to £3,000) had to be estimated on the basis of the 
proportions in that range in 1954, the only year for which such data were 
given. 


2. Estimates for the Whole Population 


The estimates of capital derived from the estate duty returns are deficient 
in several respects. In particular: (a) they exclude people owning net capital 
below £2,000 (b) they undervalue certain assets, e.g. owner-occupied houses, 
and (c) they fail to cover some assets at all, e.g. settlements on spouses (on 
the death of the spouse), pension and trust funds, and other minor exemptions. 

It is not possible, with existing information to allocate the items covered 
by (c) above; nor even to do more than guess at the aggregate size of some of 
them. We have, therefore, limited ourselves to estimating the distribution of 
capital amongst those below the exemption limit and to making certain 
adjustments to the estimates for those above that limit to take account of 
some of the undervaluation. 

The first step in estimating the capital ownership of those owning less 
than £2,000 was to cumulate the frequency distribution of persons in the 
seven ranges of value above this level. These figures were plotted on a 
double-logarithmic scale against the net capital values exceeded by each 
group, and a smooth curve was drawn through the points. This curve was 
then extrapolated so as to pass through the point corresponding to 35 million 
persons exceeding {10 (it being assumed that all persons aged 20 and over 
owned at least £10). From this curve we derived estimates of the number of 
persons in various class intervals below £2,000. These intervals correspond 
to those used for analysing net worth in the savings surveys, and the mean 
values of net worth within these classes in the 1954 survey were assumed to 
be appropriate to the distribution of persons just obtained. By multiplying 
out the frequency by the mean of each class we then obtained estimates of 
the aggregate capital owned by each class below £2,000. The total arrived 
at in this way was £8,470 million which, when added to the estimated £30,090 
million for those over £2,000 gave a figure for the whole population of 
£38,560 million. pie 

The next step was to check this calculation by carrying out a similar type 
of analysis for each main class of asset. For this purpose the capital owned 


102 THE BULLETIN 


by each group above £2,000 was first divided into its components in the 
manner described in the text. Each of these components was then cumulated, 
and double-logarithmic curves were drawn showing the amount of each asset 
held by persons above each given level of total net capital. 

In order to extrapolate these curves it was necessary to make an estimate 
of the total amount of each asset held by the whole adult population. In 
most cases such estimates were made by referring to savings survey data. 
But a difficulty arises because the savings surveys relate to “income units ’, 
not to persons. Income units contain on the average about 1% persons aged 
20 and over, so that one might expect them to hold on the average 13 times as 
much capital as individual persons. But the 1954 savings survey estimates of 
net worth are biased downwards by about one-third. Consequently, as a very 
rough approximation, it was assumed that the division of the income unit 
population at the £2,000 level of net worth corresponded to the division of 
the individual population at the same level of net capital. On this basis we 
used the proportionate division of each asset in the 1954 savings survey 
between income units above and below £2,000 of net worth as a rough guide 
to the division of that asset between individuals above and below £2,000 of 
net capital. 

This rule was not followed universally. In the case of bank deposits, for 
example, it seemed probable that there was more downward bias amongst 
income units above £2,000 of net worth than amongst those below that level; 
and an adjustment was made accordingly. 

Special difficulties arose with two types of asset, namely house property 
and life insurance funds. Under an administrative concession; which was in 
force until 1958, the Inland Revenue valued owner-occupied houses at less 
than their market value (with vacant possession) in those cases where ‘a 
near relative of the deceased, who was ordinarily resident with him, remained 
in the house and had no other place of residence available’. Such houses 
were valued at their pre-war value plus any increase in the value when sold 
without vacant possession. The importance of this concession in monetary 
terms is unknown; but it may have resulted in an undervaluation of owner- 
occupied houses in 1951 of about 25 per cent, gradually falling away over the 
next seven years. For 1954 we have assumed that the item ‘ house property 
and business premises’ should be raised by about 10 per cent. Even when 
this is done, a comparison with the 1954 savings survey shows aggregate 
property values substantially larger than this. It is possible that the savings 
surveys tend to over-estimate property values; but it is also possible that 
an even larger adjustment should be made to the Inland Revenue’s figures. 

The valuation of life insurances presents some curious problems. In 
‘principle, it might be expected that a blown-up sample of estates would yield 
an estimate for life insurance of the aggregate value of ‘sums assured’ by 
persons with capital above the exemption limit. According to published data 
the aggregate of sums assured early in 1954 was nearly £8,000 million. But 
the estimate. from the estate duty returns of the value of life insurance 
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policies held by persons with more than £2,000 of net capital in 1954 amounts 
to less than £900 million. It is impossible to believe that this is a correct 
measure of the total of sums assured by this group; and it seems that, for 
some reason, the value of life insurance policies recorded in the estate duty 
returns is understated. 

One possible explanation of this phenomenon is that many life insurance 
policies are associated with mortgages on owner-occupied property (and with 
other loans to persons). When the owner of such a policy dies the policy 
matures and is used immediately to extinguish the debt. Only the balance of 
the value of the policy over the debt would thus be paid to the executors and 
only this sum would appear in the assets of the estate. In so far as this system 
operates, the value of both insurance policies and of liabilities would be 
undervalued in the estate returns, But it seems improbable that this feature 
accounts for the whole deficiency in the life insurance figures. 

In view of these considerations it became necessary to make completely 
new estimates of the distribution of life insurance funds between capital 
ranges. Although these estimates are based on very inadequate material, 
they at least aim to distribute the life fund, which is what is required. We 
started with the savings survey estimates of life insurance premiums paid by 
different net worth groups of income units. We assumed that premiums paid 
by income units with less than £400 of net worth were in respect of ‘ indus- 
trial’ assurances and the remainder in respect of ‘ ordinary ’ life assurances. 
We then assumed that, on the average, the ratio of premiums to accumulated 
funds would be constant within each of these groups. So the estimate of the 
aggregate premiums paid by each of these groups was multiplied by an 
appropriate factor so as to arrive at a total life fund (excluding pension 
schemes) of £2,550 million. Of this, about £1,000 million was found to be 
attributable to those with net worth of £2,000 and over. This sum was 
distributed—very arbitrarily—amongst the various ranges above this level 
in proportion to the amounts of life insurance estimated for these ranges 
from the estate returns. The remainder was distributed amongst persons 
below £2,000 by extrapolation of the over £2,000 figures so as to arrive at the 
correct total. 

When all these extrapolations and adjustments had been made—for each 
main asset and for total liabilities separately—the amounts estimated for 
each range of net capital were added up and compared with the estimates 
obtained by the original (global) extrapolation of the estate duty data. It 
was found that total net capital had been increased by about £1,500 million 
(to £40,100 million). Most of this addition was due to the upward valuation 
of house property; a smaller amount came from the adjustment to the life 
insurance figures; and the rest was the result of estimating the distribution of 
each asset separately. We cannot say how reliable these final estimates are; we _ 
can only say that we have studied them in detail and from every angle, and 
that they represent the best that can be done with the existing—very limited - 
—amount of information available. 
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